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shall be the responsibility of th e  producer  
to see that all necessary entries have  
been made on th e  Form  AA. Upon  
timely receipt o f Form  AA, th e New  

Orleans office w ill forward th e  w arehouse  
receipts to a bank designated  by th e  
producer with directions to  th e bank to  
release the warehouse receip ts to  th e  
producer upon paym ent of th e loan  value  
of the cotton plus applicable charges and  

interest. Banks m ay accept valid  co t 
ton export paym ent certificates issued  
under the cotton export program  in  pay 
ment of all or part o f th e  am ount due 
on CCC loans on upland cotton . I f  pay 
ment is not effected w ith in  five business  
days after the receip ts are received by  
the bank or prior to  th e  tim e a t  w hich  

the loan m atures and  CCC acquires th e  
cotton, w hich ever is th e earlier, th e  bank  
will return th e warehouse receip ts to  th e  
New Orleans office. R epaym ents w ill 
not be accepted after CCC acquires th e  
cotton. All charges assessed by th e  
bank to w hich th e w arehouse receip ts are  
sent must be paid by th e  person redeem 
ing the cotton.
(Secs. 4, 5, 62 S ta t. 1070, as am ended; secs. 
101, 103, 401, 63 S ta t. 1051, as am ended; 15 
U.S.C. 714 b  and c; 7 U.S.C. 1441, 1444, 1421)

Effective d a te . T h is am endm ent shall 
become effective upon publication in  the  
F e d e r a l  R e g i s t e r .

Signed a t W ashington, D.C. on Novem 
ber 27, 1963.

H. D. G o d f r e y ,  

E x ecu tive  V ice  P re s id e n t,  
C o m m o d ity  C r e d it  C o rp o ra tio n .

(F.R. Doc. 63-12507; F iled , D ec. 2, 1963;
8:54 a.m .]

T i t le  1 6 - C O M M E R C I A L  
P R A C T I C ES

C h a p t e r  I— F e d e r a l  T r a d e  C o m m i ss i o n  

[D ocket 0 -618 ]

P A R T  1 3 — P R O H I B I T E D  T R A D E  
P R A C T I C E S

M c C r o r y  C o r p .

Subpart—Advertising fa lse ly  or m is 
leadingly; § 13.15 B u sin ess  s ta tu s , a d v a n 
tages, or co n n ec tio n s;  § 13.15-235 P ro 
ducer s ta tu s  o f d ea le r  o r  se lle r ;  § 13.15-  
235 (m) M a n u fa c tu rer . Subpart— U sing  
misleading nam e—vendor: § 13.2445 
Producer or la b o ra to ry  s ta tu s  o f  se lle r .

(Sec. 6, 38 S tat. 721; 15 U.S.C. 46. In terpret  
or apply sec. 5, 38 S ta t. 719, as am ended; 15 
U.S.C. 45) [Cease and  d esist order, M e- 
Crory Corporation, New York, N.Y., D ocket 
h-618, Nov. 6, 1963 ]

Consent order requiring a New York  
City operator of num erous stores under  
the name “G ulf M ills D iscount D epart 
ment Stores” in  various states, to  cease  
using the word “M ills” in  th e stores’
name since it  owned no m ill or factory  
but bought from m anufacturers and  o th 
ers the clothing and other m erchandise  
it offered for resale.

The order to cease and desist, includ-  
mg further order requiring- report o f  
compliance therew ith, is  as follow s;

I t  is  o rd e re d , T h at respondent M c
Crory Corporation, a  corporation, and its  
officers, and respondent’s representatives, 
agents and’em ployees, d irectly  or through  
any corporate or other device, in  con 
nection  w ith  th e  offering for sale, sale  
or d istribution o f c lo th ing  or any other  
m erchandise in  com m erce, as “com 
m erce” is  defined in  th e  Federal Trade  
C om m ission  Act, do forthw ith  cease and  
desist from  using th e  word “M ills” or any  
other word o f sim ilar im port or m eaning  
in  or as a part o f respondent’s  corporate  
or trade nam e, or representing in  any  
other m anner, th a t  respondent is  th e  
m anufacturer o f th e c lo th ing  and  th e  
other m erchandise sold  by i t  unless and  
u n til respondent ow ns and operates, or 
directly  and  absolutely  controls, th e  
m anufacturing p lan t w herein  such  c lo th 
ing or other m erchandise is  m ade.

I t  is  fu r th e r  o rd ered , T h at th e  re 
spondent herein  shall, w ith in  six ty  (60) 
days after  service upon it  o f th is  order, 
file w ith  th e  Com m ission a report in  

w riting settin g  forth  in  deta il th e  m an 
ner and  form  in  w hich  it  h as com plied  
w ith  th is  order.

Issued: Novem ber 6, 1963.

B y th e  Com m ission.

[ s e a l ]  J o s e p h  W. S h e a ,

S e c re ta ry .

[F.R. Doc. 63-12476; F iled , Dec. 2, 1963;
8:47 a.m.]

T i t le  1 8 — CO N SER V A T IO N  
O F P O W ER

C h a p t e r  I— F e d e r a l  P o w e r  
C o m m i ss i o n

[D ocket No. R-228; Order 272]

P A R T  1 1 — A N N U A L  C H A R G E S  

M i s c e l l a n e o u s  A m e n d m e n t s  ' 

N o v e m b e r  20,1963.
W e are concerned here w ith  am end 

m ents to  § 11.20 and § 11.31 o f Subchap 
ter  B, Part 11 of th e Com m ission’s regu 
la tion s under th e  Federal Power A ct (18 
CFR 11.20) w hich  were proposed in  th e  
am ended notice issued herein  on A ugust  
27, 1963.

Section  11.20 would be am ended so as  
to  base th e  assessm ent of annual charges  
for licenses heretofore or hereafter issued  
for projects o f m ore th a n  2,000 horse 
pow er in sta lled  capacity  (other th a n  

those  issued to  S ta te  or m unicipal l i 
censees) upon th e  actual costs of adm in 
istering  P art I  of th e  Act, except those  
costs associated  w ith  adm inistration  o f  
th e  A ct in  regard to  licenses issued to  
S ta te  and m unicipal licensees, licenses  
for projects of n ot m ore th a n  2,000 horse 
power insta lled  capacity  and those m inor  
part licenses for w hich  th e  charges have  
been w aived in  w hole  or in  part under  
section  10(i) of th e  A ct. T he assessm ent  
o f annual charges sh a ll be in  th e  pro 
portion  th a t  th e  annual charge factor  
fo r  each  su ch  license bears to  th e  to ta l  
of th e  annual charge factors under a ll  
outstanding licenses. T h e annual charge

factor sh a ll include com ponents based  
upon both  project capacity  and energy  
generated.

S ection  11.31 would be am ended so as  
to  extend  th e  period for paym ent of all 
annual charges by licensees (except  
charges for headw ater benefits) from  30 
days to  w ith in  45 days o f rendition  of a  
bill therefor by the" Com m ission.

G eneral public notice o f th is  proposed  
rule  m aking w as given in  th e F e d e r a l  

R e g i s t e r  on  A ugust 31, 1963 (28 F .R . 
9 6 4 8 ).

In  com m enting on th e  proposed  
am ended regulation, m ost of th e  licen s 
ees reporting took th e  position  th a t  l i 
censes m ay be altered  only  by m utual 
agreem ent of th e  licensee and th e  Com 
m ission, un less otherw ise provided in  th e  
license, and  th is  w as especially  so in  

connection  w ith  licenses issued prior to  
th e  1935 am endm ent o f th e  Federal 
W ater Power Act. Som e stated  th a t  th e  
proposed am ended regulation  provides no  
ceiling  as to  th e  assessm ent w h ich  m ay  
be im posed; th a t  it  does n ot describe how  

costs are to  be determ ined in itia lly ; and  
th a t  i t  does n o t specify  th e  basis for  th e  
allocation  o f such  costs as betw een public  
and private projects. I t  appeared to  one  
licensee th a t  th e  proposed regu lation  w ill 
reasonably  apportion, betw een capacity  
and energy, th e  annual charges involved.

No com m ents respecting th e  proposed  
am endm ent to  § 11.31 were m ade.

W e have considered th e  com m ents sub 
m itted . Section  10(e) o f th e  Act, both  

prior and subsequent to  th e  1935 c larify 
in g  am endm ents, provides th a t  “th e  l i 
censee sh a ll pay to th e  U nited  S ta tes  
reasonable  annual charges in  an am ount  
to  be fixed by th e  Com m ission for  th e  
purpose o f reim bursing th e  U nited  S ta tes  
for  th e  costs o f adm in istration” of P art  
I  o f th e  A ct. T he above quoted term s  
and conditions are expressly  m ade part  
of licenses issued both  prior and subse 
quent to 1935. T he annual assessm ent  
to  a  g iven non-public  licensee under th e  
proposed am ended regulation  w ill include  
charges in  relation  to  th e  adm inistrative  
costs incurred by th e  C om m ission under  
P art I  o f th e  A ct w ith  respect to  n o n 
public projects, except those incurred in  

connection  w ith  m inor projects, those  
w hich  have been w aived for m inor part  
licen ses under section  10(i) and th ose  
fixed by th e  Com m ission in  determ in ing  
headw ater benefit paym ents under sec 
tion  10(f) o f th e  Act.

U pon consideration  o f th e  entire record  
in  th is  proceeding, th e  C om m ission finds:

(1) T he adjustm ent o f annual adm in 
istrative charges, as hereinafter provided  
is  necessary and  appropriate in  carrying  
out th e  provisions o f th e  Federal Power  
Act.

(2) T he extension  of th e period for  
paym ent of annual charges by licensees  
(except charges for headw ater b en e fits ) , 
as h ereinafter provided, is  in  th e public  
in terest.

A cting pursuant to  th e authority  
granted  by th e Federal Pow er Act, par 
ticu larly  sections 10(e) and 309 thereof  
(16 U.S.C. 80 3 (e ), 825h ), th e  Com m is
s ion  orders:

(A) S ections 11.20 and 11.31 of th e  
Com m ission’s  regulations under th e  F ed 
eral Pow er Act, Subchapter B , Chapter
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I  o f T itle  18 o f th e  Code o f Federal R egu 
la tions are am ended as fo llo w s:'

1. In  § 11.20 delete th e introductory  
paragraph and paragraph (a) and th e  
three subparagraphs thereunder and In 
lieu  thereof in sert th e  follow ing; am end  
paragraph ( c ) , to  read as follows.

§ 1 1 . 2 0  C o s ts  o f  a d m in is tr a t io n .

R easonable annual charges w ill be a s 
sessed  by th e  Com m ission aga inst each  
licensee to  reimburse th e  U nited  S ta tes  
for  th e costs o f adm in istration  o f P art I  
of th e Federal Power A ct as follow s:

(a) For licensees, o ther th an  S ta te  or 
m unicipal, o f projects o f m ore th an  2,000 
horsepower of in sta lled  capacity:

(1) A determ ination  sh a ll be m ade  
fo r  each fiscal year o f the costs of ad 
m in istration  o f P art I  o f th e Federal 
Pow er Act chargeable to such  licensees, 
from  w hich sh a ll be deducted su ch  ad 
m in istrative costs a llocated  by th e C om 
m ission  to  m inor p art licenses for w hich  

adm in istrative charges are waived under  
section  10 (i) o f th e  A ct and those fixed  

by th e Com m ission in  determ in ing head 
w ater benefit paym ents.

(2) For each  calendar year th e costs  
o f adm inistration  determ ined under sub-  
paragraph (1) o f th is  paragraph shall 
be assessed  aga inst each such licensee in  

th e  proportion th a t th e  annual charge  
factor for each  such  project bears to  th e  
to ta l o f the annual charge factors under  
all such outstanding licenses.

(3) T he annual charge factor for each  

su ch  project sh a ll be its  authorized in 
sta lled  capacity  (horsepower) ; p lus 150 
tim es its  annual energy output in  kilo 
w a tt hours divided by one m illion.
. (4) To enable the Com m ission to de 
term ine such  charges annually, each  

such  licensee sh a ll file w ith  th e Com 
m ission, on  or before February 1 o f each  

year, a  sta tem en t under o a th  show ing  
th e  gross am ount of pow er generated  (or 
produced by non-electr ica l equipm ent) 
by th e project during th e preceding  
calendar year, expressed in  kilow att  
hours.

* * * * *
(c) For licensees o f projects o f 2 ,0 0 0  

horsepower or less o f insta lled  capacity  
th e  charge for costs o f adm inistration  
shall be 5 cen ts per horsepower, w ith  a  
m inim um  charge o f $5 per annum  for  
each  such license except for those licen s 
es  for w hich  adm inistrative charges are  
waived under section  1 0 (i) o f  th e Act.

*  *  *  *  •

2. Paragraph (a) o f §11.31 is  hereby  
am ended to  read a s  follow s:

§  1 1 .3 1  T im e  f o r  p a y m e n t ,  p r o t e s t  o r  
r e q u e s t  f o r  h e a r in g ,  p e n a l t ie s .

(a) P a y m e n t o f  a n n u a l ch a rg es. A n 
nual charges sh a ll be paid w ith in  45 days 
of rendition  o f a bill therefor by the Com 
m ission, except th a t annual charges for  
headw ater benefits shall be paid w ith in  

60 days of rendition o f a bill therefor. 
* * * * *

(Secs. 10(e) and  309 (16 TT.S.C. 8 0 3 (e ), 825b)

(B ) T he am endm ents prescribed here 
in  w ill becom e effective on January 1, 
1964.

(C) T he Secretary shall cause prom pt 
publication  o f th is  order to  be m ade in  

th e  F e d e r a l  R e g i s t e r .

B y th e  Com m ission.

[ s e a l ]  J o s e p h  H .  G u t r i d e ,

S e c re ta ry .

[F.R . Doc. 63-12475; F iled , D ec. 2, 1963; 
8:47 a m .]

T i t le  2 6 - I N T E R N A L  R EV EN U E
C h a p t e r  I— I n t e r n a l  R e v e n u e  S e r v i c e ,  

D e p a r t m e n t  o f  t h e  T r e a s u r y  

S U B C H A P T E R  A — I N C O M E  T A X  

(T J 3 . 6 6 9 1 ]

P A R T  1 — I N C O M E  T A X ; T A X A B L E  
Y E A R S  B E G I N N I N G  A F T E R  D E 

C E M B E R  3 1 ,  1 9 5 3

M i s c e l l a n e o u s  A m e n d m e n t s

O n Decem ber 20, 1962, notice  o f pro 
posed rule m aking w ith  respect to  th e  
am endm ent of th e  Incom e T ax R egula 
tions (26 CFR P art 1) under chapter 2 
(Self-E m ploym ent C ontributions A ct of  
1954) of th e  Internal R evenue Code of  
1954 to  conform  such  regulations to  
T itle  II, Socia l Security A m endm ents o f  
1956, th e  A ct of August 30, 1957 (Public  
Law 85-239), T itle  IV, Social Security  
A m endm ents o f 1958, T itle  I, Social 
Security A m endm ents of 1960, and T itle  
n ,  Social Security A m endm ents of  
1961 w as published in  th e  F e d e r a l  R e g 

i s t e r  (27 F.R. 12621). A fter considera 
tion  of a ll such relevant m atter as w as  
presented by in terested  persons regard 
ing th e  rules proposed, th e  am endm ents  
of the regulations as so  proposed are 
hereby adopted, subject to  th e  changes  
set forth  below:

P a r a g r a p h  1. Paragraph (a) o f § 1.1402
(a ) -2 , as se t forth  in  paragraph 1 o f  
th e  notice of proposed rule m aking, is  
changed  by revising th e  n ex t to  la st  
sen tence o f such  paragraph.

P a r . 2. P aragraph (a) of § 1 .1402(a )-  
4, as s e t  forth  in  paragraph 1 o f th e  
notice o f proposed rule m aking, is  
changed by revising th e  n ext to  la s t  
sentence o f  such paragraph, and para 
graph (b) o f such  section  is  changed  
by revising Subparagraphs (1) and (2 ) ,  
by deleting subparagraph (3 ), by renum 
bering and revising subparagraphs (4 ) ,
(5 ) ,  and (6 ) , and by renum bering sub-  
paragraph (7) as subparagraph (6 ).

P a r . 3. Paragraph (c) o f  § 1.1402( a l 
i i ,  as set forth  in  paragraph 1 o f  th e  
n otice  o f proposed rule m aking, is  
am ended by revising th e  title  thereof, by  
revising th e tit le  of subparagraph (1) o f  
su ch  paragraph, and by revising sub-  
paragraph (2) (i) and (iii) of such  

paragraph to correct cross references.
P a r . 4. Paragraph (d) o f § 1.1402(a l 

l s ,  as se t forth  in  paragraph 1 o f  th e  
notice o f proposed rule m aking, is  re 
v ised by changing th e  word “indiv idual” 
to  “person” wherever i t  appears in  th e  
first sen tence o f such paragraph.

P a r . 5. P aragraph (b) o f  § 1.1402(b)—1, 
a s  se t  forth  in  paragraph 1 o f th e n o tice  
o f proposed rule m aking, is  changed  by  
revising subparagraph (2) ( i)  o f such

paragraph, a n d  paragraph' (c) of such 
section  is  changed by revising the third 
and fourth  sentences thereof.

P a r . 6. Section  1 .1402(c)-5 , as set forth 
in  paragraph 1 of th e  notice of proposed 
rule  m aking, is  changed by revising par
agraphs (a ) , ( b ) ( 1 ) ,  (e ) (1 ), and (d) of 
such  section  to  correct cross references.

P a r . 7. Section  1.1402(c)-6 , as set forth 
in  paragraph 1 of the notice o f proposed 
rule m aking, is  changed by revising par
agraph (b) o f such section  to correct 
cross references.

P a r . 8. S ection  1.1402(e) (1 )-1 , as set 
forth  in  paragraph 1 of th e  notice of 
proposed rule m aking, is  changed by re
v ising  paragraph (b) of such section to 
correct cross references.

. P a r . 9. Section  1.1402(e) ( 3 ) - l ,  as set 
forth  in  paragraph 1 o f th e notice of 
proposed rule m aking, is  changed by re
v ising th e th ird  sentence of paragraph
(a) (1) o f such section .

P a r .  10, S ection  1,1402 ( f ) - l  is  amend
ed by revising paragraph (b) to correct 
cross references.
(Sec. 7805 o f th e  In tern al R evenue Code of 
1954 ( 68A Stat. 917; 26 U.S.C. 7805))

[ s e a l ]  M o r t i m e r  M .  C a p l i n , 

C o m m iss io n er  o f  I n te r n a l Revenue.

Approved: Novem ber 20,1963.

S t a n l e y  S .  S u r r e y ,

A s s is ta n t S e c r e ta r y  o f  th e  
T rea su ry .

In  order to  conform  the Income Tax 
R egulations (26 CFR P art X) to the 
am endm ents m ade to  th e Internal Reve
nue Code of 1954 by T itle  n  o f the Social 
Security A m endm ents o f 1956 (70 Stat. 
839), th e  A ct o f A ugust 30, 1957 (Public 
L aw  85-239, 71 S ta t. 521), T itle  IV  of 
th e  Social Security  A m endm ents of 1958 
(72 S ta t. 1041), T itle  I  o f the Social 
Security  A m endm ents o f 1960 (74 Stat. 
924), and T itle  n  o f th e  Socia l Security 
A m endm ents o f  1961, such  r e g u la t io n s  
are am ended as follow s:

P a r a g r a p h  1. S ections 1.1401 to 
1.1403-1, inclusive, are deleted, and the 
fo llow ing regulations are su b s t itu te d  

therefor:

Sec.
1 .1401

1.1401-1

1.1402(a)

1.1402 (a ) -1  

1.1402(a)-2

1 .1402(a)-3

1.1402 (a ) -4  

1 .1402(a)- 5
1.1402 (a ) -6

1.1402 (a ) - 7

1.1402(a ) - 8
1.1402 (a ) - 9  

1 .1402(a)-1 0

1 .1402(a)-11

Statu tory  provisions: rate of
ta x  o n  se l f -e m p lo y m e n t

incom e.
T ax on  self-em ploym ent in

com e.
Statu tory  provisions: defini

tions; n et earnings fro® 
self-em p loym en t. 

D efin ition  o f n e t earniBgs 
from  self-em ploym ent. 

C om putation  o f n et earn
in gs from  self-employ* 
m en t.

Specia l ru les for c o m p u t i n g  

n e t  earn in gs from self- 
em ploym ent.

R en ta ls from  real estate. 
D ivid ends and interest. 
C a in  or loss from  disposi

t io n  o f property.
N et operating loss deduc

tion .
C om m unity incom e. 
Puerto R ico.
P ersonal exem ption deduc

t io n . ,
M in isters and  m e m b e r s  °  

relig ious orders.
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U402(a)-12

1.1402 (a)-13

1.1402 (a)-14

1.1402(a)-15

1.1402(a)-16
1.1402(b)

1.1402(b)-1  
1.1402(c)

1.1402 ( c ) - l  
1.1402(c)-2 
1.1402(c)-3  
1.1402(c)-4

1.1402(c)—5

1.1.402(c)-6

1.1402(d)

1.1402 ( d ) - l  
1.1402(e)(1)

1.1402(e)(1)-!

1.1402(e) (2)

1.1402(e) (2 )-1  

1.1402(e) (3)

1 1402(e) ( 3 ) - l  

1.1402(e)(4)

11402(e) ( 4 ) - l

1 1402(e) (5)

1 1402(e)(5)-!

1.1402(e) (6)

11402(e) ( 6 ) - l

P ossession of th e  U nited  

States.
Incom e from  agricultural 

activ ity .
O ptions available to  farm ers 

in  com puting  n et earnings  
from  se lf-em p loym en t for  
taxable years ending after
1954 and before D ecember  
31, 1956.

O ptions available to  farm ers 
in  com p u tin g  n et earnings  
from  se lf-em p loym en t for  
taxable years en d in g  on or 
after Decem ber 31, 1956.

Exercise o f option .
Statu tory  provisions; defi 

n itions; self-em p loym en t  
incom e.

S elf-em p loym en t incom e.
S tatu tory  provisions; defin i 

tions; trade or business.
Trade or business.
P ublic office.
Employees.
Ind iv iduals under Railroad  

R etirem ent System .
M inisters and m em bers o f  

relig ious orders.
M em bers o f certa in  profes 

sions.
S tatu tory  provisions; defin i 

tions; em ployee and wages.
E m ployee and w ages.
S ta tu tory  provisions; d efin i 

tions; m in isters, m em bers  
of relig ious orders, and  
C hristian Science practi 
tioners; waiver certificate.

E lection  by m in isters, m em 
bers o f relig ious orders, 
and C hristian Science  
practitioners for se lf-em 
p loym en t coverage.

S ta tu tory  provisions; defin i 
tions; m in isters, m em bers  
o f relig ious orders, and  
C hristian  Science practi 
tioners; tim e for filing  cer
tificate.

T im e lim ita tio n  for filing  
waiver certificate.

S ta tu tory  provisions; defin i 
tions; m in isters, m em bers  
of relig ious orders, and  
C hristian Science p racti 
tioners; effective date of 
certificate.

E ffective date o f waiver cer 
tificate.

Statu tory  provisions; d efin i 
tions; m in isters, m em bers  
of re lig iou s orders, and  
C hristian Science practi 
tioners; trea tm en t o f cer 
ta in  rem uneration  paid  in
1955 and 1956 as wages.

T reatm ent o f certa in  re 
m uneration  paid  in  1955 
and 1956 as wages.

Statu tory  provisions; defin i 
tion s; m in isters, m em bers  
of relig ious orders, and  
C hristian Science practi 
tioners; op tion a l provision  
for certain  certificates  
filed on  or before April 
15,1962.

O ptional provision for cer 
ta in  certificates filed b e 
fore April 15,1962.

Statu tory  provisions; defin i 
tions; m in isters, m em bers  
of relig ious orders, and  
C hristian Science practi 
tioners; certificate filed by  
fiduciary or survivor on or 
before April 15,1962.

C ertificates filed  by fiduciar 
ies or survivors on  or b e 
fore April 15,1962.

Sec.
1.1402(f)

1.1402 ( f ) - l

1.1402(g)

1 .1402(g)-1

1.1403 

1.1403-1

S tatu tory  provisions; d efin i 
tions; partner's taxable  
year end ing as th e  resu lt  
of death .

C om putation  of partner’s 
n e t earn in gs from  se lf-  
em ploym ent for taxable  
year w h ich  ends as resu lt  
o f h is  death .

S tatu tory  provisions; defin i 
tions; trea tm en t o f cer 
ta in  rem uneration  erro 
neously  reported as n et  
earnings from  se lf-em 
p loym ent.

T reatm ent o f certa in  re 
m u n eration  erroneously  
reported  as n e t earnings  
from  self-em ploym ent.

S tatu tory  provisions; m iscel 
laneous provisions.

Cross references.

§ 1 .1 4 0 1  S ta tu to r y  p r o v is io n s ;  r a te  o f  
t a x  o n  s e l f - e m p lo y m e n t  in c o m e .

S e c . 1 4 0 1 . R a te  o f  ta x . In  add ition  to  
other taxes, th ere sh a ll be im posed for each  

taxable year, on  th e  self-em p loym en t in com e  
o f every ind iv idual, a tax  as fo llow s:

(1) In  th e  case o f any taxable year b eg in 
n in g  after Decem ber 31, 1961, and before  
January 1, 1963, th e  tax  sh a ll be equal to  
4.7 percent o f th e  a m ou n t o f th e  se lf-em p loy 
m en t incom e for su ch  taxable year;

(2) In  th e  case o f any taxable year b eg in 
n in g  after Decem ber 31,1962, and before Jan 
uary 1, 1966, th e  tax  sh a ll be equal to  5.4 per 
c en t o f th e  am ount o f th e  se lf-em p loym en t  
incom e for su ch  taxable year;

(3) In  th e  case o f any taxable year b eg in 
n in g  after Decem ber 31, 1965, and before  
January 1, 1968, th e  tax  sh a ll be equal to  6.2 
percent o f th e  am ount o f th e  se lf-em p loy 
m en t in com e for su ch  taxable year; and

(4) In  th e  case o f any taxab le year b e 
g in n in g  after Decem ber 31, 1967, th e  tax  
sh a ll be equal to  6.9 percent o f th e  am ount  
of th e  self-em p loym en t incom e for such  
taxable year.

[Sec. 1401 as am ended by sec. 208(a) Social 
Security A m endm ents 1954 (68 S ta t. 1093); 
sec. 2 0 2 (a ) , Socia l S ecurity  A m endm ents  
1956 (70 S ta t. 845); sec. 4 0 1 (a ) , Socia l S e 
cu rity  A m endm ents 1958 (72 S ta t. 1041); 
sec. 2 0 1 (a ) , Socia l Security A m endm ents  
1961 (75 Stat. 140) ]

§ 1 .1 4 0 1 —1 T a x  o n  s e l f - e m p lo y m e n t  in 
c o m e .

(a) There is  imposed, in  addition  to  
other taxes, a ta x  upon th e se lf-em ploy 
m ent incom e of every individual a t th e  
rates prescribed in  section  1401. (See  
paragraph (b) o f th is  section .) T his  
ta x  shall be levied, assessed, and co l 
lected  as part of th e incom e tax  im 
posed by subtitle A of th e Code and, 
except as otherw ise expressly provided, 
w ill be included w ith  th e  tax  im posed  
by section  1 or 3 in  com puting any de 
fic iency or overpaym ent and in  com put
ing th e in terest and additions to  any de 
ficiency, overpaym ent, or tax . S ince the  
ta x  on self-em ploym ent incom e is  part  
of th e incom e tax, it  is  subject to  the  
jurisd iction  of th e T ax  Court of the  
U nited  S ta tes to  th e  sam e ex ten t and  
in  th e sam e m anner as th e other taxes  
under subtitle A o f th e Code. H ow 
ever, th is  tax  is  not required to  be taken  

in to  account in  com puting any estim ate  
of th e  taxes required to  be declared  
under section  6015.

(b) T he rates o f ta x  on  self-em ploy 
m en t incom e are as follows:

T a x a b le  ye a r  P e rc e n t
B eginn ing  before Jan. 1, 1957______ 3
B egin n in g  after Dec. 31, 1956 and b e 

fore Jan. 1, 1959_________ _______ 3.375
B egin n in g  after Dec. 31, 1958 and b e 

fore Jan. 1, 1960_____ ___________ 3. 75
B egin n in g  after Dec. 31, 1959 and be 

fore Jan . 1, 1962_________________ 4. 5
B eginn ing  after Dec. 31, 1961 and b e 

fore Jan. 1, 1963_________________ 4. 7
B egin n in g  after Dec. 31, 1962 and be 

fore Jan. 1, 1966_________________ 5 .4
B egin n in g  after Dec. 31, 1965 and b e 

fore Jan. 1, 1968______________ '__ 6 .2
B egin n in g  after Dec. 31, 1967_______ 6. 9

(c) In  general, se lf-em ploym ent in 
com e consists of th e  n e t earnings derived  
by an  individual (other th a n  a nonresi 
d en t a lien ) from  a trade or business  
carried on  by him  as sole proprietor or 
by a partnership  of w hich  he is  a m em 
ber, including th e n e t earnings of cer 
ta in  em ployees as se t forth  in  § 1.1402 
(c ) -3 , and of crew leaders, as defined  
in  section  3121 (o) (see such section  and  
the regulations thereunder in  P art 31 
of th is  chapter (E m ploym ent T ax R egu 
la tions) ) .  See, how ever, th e  exclusions, 
exceptions, and lim itations set forth  in  

§§ 1.1402 (a ) -1  through 1.1402 ( g ) - l .

§ 1 . 1 4 0 2 ( a )  S ta tu to r y  p r o v is io n s ;  d e f i -  
ti it io n s ;  n e t  e a r n in g s  f r o m  s e l f -  
e m p lo y m e n t .

Se c . 1402. D e fin itio n s— (a) N e t ea rn in g s  
fr o m  s e lf -e m p lo y m e n t.  T he term  “n et earn 
in gs from  se lf-em p loym en t” m eans th e  gross  
incom e derived by an ind iv idual from  any  
trade or b usiness carried on by su ch  in d iv id 
ual, less th e  ded u ction s allow ed by th is  su b 
t i t le  w h ich  are attrib u tab le to  su ch  trade or 
business, p lu s h is  d istrib u tive share (w hether  
or n o t d istributed ) o f incom e or loss d e 
scribed in  section  702(a) (9 ) from  any trade  
or bu sin ess carried on  by a partnersh ip  o f  
w h ich  h e  is  a mem ber; except th a t in  com 
p u tin g  such  gross incom e and ded u ction s  
and su c h  d istr ib u tive  share o f partnership  

ordinary incom e or loss—
(1) There sh a ll be excluded rentals from  

real esta te  and from  personal property  leased  
w ith  th e  real esta te  (in clu d in g  su ch  rentals  
paid  in  crop shares) together w ith  th e  d e 
d u ction s attrib u tab le th ereto , u n less  su ch  

ren ta ls are received in  th e  course o f a trade  
or bu sin ess as a real esta te  dealer; except  
th a t  th e  preceding provisions o f th is  para 
graph sha ll n o t apply to  any incom e derived  
by th e  owner or te n a n t o f land  i f  (A) such  

incom e is  derived under an  arrangem ent, 
betw een  th e  owner or ten a n t and  another  
in d iv idual, w h ich  provides th a t su ch  other  
in d iv id u al sh a ll produce agricu ltural or hor 
t icu ltu ra l com m odities (in c lu d in g  livestock , 
bees, poultry, and fu r-bearing an im als and  
w ild life) on  su ch  land , and th a t  th ere sh a ll  
be m ateria l participation  by th e  ow ner or 
te n a n t in  th e  production  or th e  m anagem ent  
of th e  production  o f su ch  agricu ltural or 
h orticu ltura l com m odities, and (B ) th ere is  
m ateria l p articipation  by th e  ow ner or ten a n t  
w ith  respect to  any su ch  agricu ltural or 
h orticu ltu ra l com m odity;

(2) There sh a ll be excluded d ividends on  
any share o f stock , and in terest on any bond, 
debenture, note, or certificate, or other ev i 
d ence o f indebtedness, issued  w ith  in terest  
coupons or in  registered form  by any cor 
poration (in clu d in g  one issued by a govern 
m en t or p o litica l subd iv ision  th e r e o f ) , u n less  
su ch  d iv idends and in terest (other th a n  in 
terest described  in  section  35) are received in  

th e  course o f a trade or b usiness as a dealer  
in  stock s or securities;

(3) There sh a ll be excluded any gain  or 
loss—

(A) W hich is considered  as gain  or loss  
from  th e  sa le or exchange of a cap ita l asset,
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(B ) From  th e  c u ttin g  o f tim ber, or th e  
disposal o f tim ber or coal, if  section  631 ap 
p lies to  su ch  gain  or loss, or

(C) From  th e  sale, exchange, invo luntary  
conversion, or other d isp osition  o f property  
i f  su ch  property is  n eith er—

(i) Stock in  trade or other property o f a  
kind  w hich  w ould  properly be in clud ib le  in  

inventory if  on  hand a t th e  close o f th e  
taxable year, nor

(ii)  Property h eld  prim arily for sale to  
custom ers in  th e  ordinary course o f th e  trade  
or business;

(4) T h e d ed u ction  for n e t  operating losses  
provided  in  section  172 sh a ll n o t be allowed;

(5) If—
(A) Any o f th e  incom e derived  from  a  

trade or business (other th a n  a trade or 
bu sin ess carried on  by a partnersh ip ) is  
com m u n ity  in com e under com m u n ity  prop 
erty  law s applicable  to  su ch  incom e, a ll o f  
th e  gross incom e and ded u ction s attributab le  
to  su ch  trade or b usiness sh a ll be treated  as 
th e  gross in com e and ded u ction s o f th e  h u s 
band u n less th e  w ife  exercises su b stan tia lly  
all o f th e  m anagem ent and control o f su ch  

trade or business, in  w h ich  case a ll o f su ch  

gross Incom e and deductions sh a ll be treated  

as th e  gross incom e and ded u ction s o f th e  
w ife; and

(B ) Any portion  o f a partner’s d istrib u tive  
share o f th e  ordinary incom e or loss from  a 
trade or bu sin ess carried on  by a partnership  

is  com m u n ity  incom e or loss under th e  
com m u n ity  property law s applicable to  such  

share, a ll o f su ch  d istrib u tive share shall be  
in clu d ed  in  com p u tin g  th e  n e t  earnings  
from  se lf-em p loym en t o f  su ch  partner, and  
no part of su ch  share sh a ll be tak en  in to  ac 
co u n t in  com p u tin g  th e  n et earn in gs from  

se lf-em p loym en t o f th e  spouse of su ch  

partner;
(6) A resident o f Puerto R ico sh a ll com 

p u te  h is  n e t earnin gs from  se lf-em p loym en t  
in  th e  sam e m anner as a c itizen  o f th e  U n ited  

S tates b u t w ith o u t regard to  section  933;
(7) T he d ed u ction  for personal exem ptions  

provided in  sec tion  151 sh a ll n o t be allowed;
(8) An Individual w ho is a d u ly  ordained, 

com m issioned, or licensed  m in ister o f a  
church  or a m em ber o f a relig ious order sh a ll 
com pute h is  n e t  earnings from  se lf-em p loy 
m en t derived  from  th e  perform ance o f serv 
ice  described in  su b section  (c) (4) w ith o u t  
regard to  section  107 (rela ting  to  rental value  
o f parsonages) and section  119 (rela ting  to  
m eals and lodging furn ished  for th e  con ven i 
ence o f th e  em ployer) and, in  addition , i f  he  
is  a c itizen  o f th e  U n ited  S ta tes perform ing  
su ch  service as an em ployee o f an  Am erican  
em ployer (as defined in  section  3 1 2 1 (h )) or 
as a m in ister in  a foreign  country  w ho has  
a congregation w h ich  is com posed  predom i
n a n tly  o f c itizen s o f th e  U n ited  S tates, w ith 
o u t regard to  section  911 (rela ting  to  earned  
in com e from  sources w ith o u t th e  U n ited  

S ta tes) and section  931 (rela ting  to  incom e  
from  sources w ith in  possessions o f th e  U n ited  

S ta t e s ) ; and
(9) T he term  “possession o f th e  U nited  

S ta tes” as used  in  section s 931 (relating to  
incom e from  sources w ith in  possessions o f  
th e  U n ited  S ta tes) and 932 (rela ting  to  
c itizen s o f possessions o f th e  U n ited  S ta tes)  
sha ll be deem ed n o t to  include th e  V irgin  
Islands, Guam , or Am erican Sam oa.

I f th e  taxable year o f a partner is  d ifferent 
from  th a t  of th e  partnership , th e  d istribu 
tiv e  share w h ich  he is  required  to  include  
in  com puting h is  n e t earnings from  se lf-  
em ploym ent sha ll be based on  th e  ordinary  
incom e or loss o f th e  partnersh ip  for any  
taxable year o f th e  partnersh ip  en d in g  
w ith in  or w ith  h is  taxable year. In  th e  case  
o f any trade or b u siness w h ich 'is  carried on  

by an ind iv idual or by a partnersh ip  and in  

w hich , if  su ch  trade or b usiness were carried  
on  exclusively  by em ployees, th e  m ajor por
tio n  o f th e  services w ould  co n stitu te  agricu l
tural labor as defined in  section  3121(g) —

(1) In  th e  case o f an  ind iv idual, i f  th e  
gross incom e derived by h im  from  su ch  trade  
or b usiness is  n o t  more th a n  81,800, th e  n e t  
earnin gs from  se lf-em p loym en t derived by  
h im  from  su ch  trade or bu sin ess m ay, a t  h is  
option , be deem ed to  be 66% percent o f su ch  

gross incom e; or
(ii)  In  th e  case o f an  ind ividual, i f  th e  

gross incom e derived by h im  from  such  trade  
or business is  m ore th a n  $1,800 and th e  n e t  
earnin gs from  se lf-em p loym en t derived by  
h im  from  su ch  trade or business (com puted  

under th is  su b section  w ith o u t regard to  th is  
sen ten ce) are less th an  $1,200, th e  n e t  earn 
in gs from  se lf-em p loym en t derived by h im  

from  su ch  trade or b usiness m ay, a t h is  op 
tion , be deem ed to  be $1,200; and

(iii)  In  th e  case o f a m em ber o f a part 
nersh ip, if  h is d istributive share o f th e  gross  
incom e of th e  partnership  derived from  such  

trade or b usiness (a fter su ch  gross incom e  
has been reduced by th e  su m  of a ll paym ents  
to  w hich  section  707(c) applies) is  n o t more  
th a n  $1,800, h is d istr ib u tive  share o f incom e  
described  in  section  702(a) (9 ) derived from  

su ch  trade or b usiness m ay, a t h is option , be 
deem ed to  be an am ou n t equal to  66%: per
c en t of h is d istrib u tive share o f su ch  gross 
incom e (a fter su ch  gross incom e has been so  
reduced) ; or

(iv ) In  th e  case o f a m em ber o f a part 
nersh ip , i f  h is d istrib u tive share o f th e  gross 
incom e o f th e  partnersh ip  derived from  su ch  

trade or b usiness (a fter su ch  gross incom e  
has been reduced b y  th e  sum  o f a ll p a y m e n t s  

to  w h ich  section  707(c) applies) is  more  
th a n  $1,800 and h is  d istrib u tive share  
(w hether or n o t d istrib u ted ) o f in com e de 
scribed in  section  702(a) (9) derived from  
su ch  trade,or b u siness (com puted  under th is  
su b section  w ith o u t regard to  th is  sen ten ce)  
is  less th a n  $1,200, h is  d istrib u tive share o f  
in com e described  in  section  7 0 2 (a )(9 )  de 
rived from  su ch  trade or b u siness m ay, a t  
h is option , be deem ed to  be $1,200.

For purposes o f th e  preceding sen tence, 
gross incom e m eans—

(v) In  th e  case o f any su ch  trade or b u si 
ness in  w h ich  th e  incom e is com puted under  
a cash receipts and  d isbursem ents m ethod , 
th e  gross receipts from  su ch  trade or business  
reduced by th e  cost or other basis o f property  
w h ich  w as purchased and sold  in  carrying  
on su ch  trade or business, ad justed  (after  
su ch  red u ction ) in  accordance w ith  th e  pro 
v isions o f paragraphs (1 ) through  (7 ) and  
paragraph (9) o f th is  subsection; and

(v i) In  th e  case of any su ch  trade or b u si 
n ess in  w h ich  th e  incom e is com puted  under  
an  accrual m ethod , th e  gross incom e from  
su ch  trade or business, ad justed  in  accord 
ance w ith  th e  provisions o f paragraphs (1) 
th rou gh  (7) and paragraph (9) o f th is  su b 
section;

and, for purposes o f such  sen ten ce , if  an  
ind iv idual (in clu d in g  a m em ber o f a part 
nersh ip) derives gross incom e from  more  
th a n  one su ch  trade or business, su ch  gross 
incom e (in clu d in g  h is  d istrib u tive share of  
th e  gross in com e o f any partnership  derived  
from  any su ch  trade or b u siness) sh a ll be  
deem ed to  have been derived from  one trade  
or business.

[Sec. 1402(a) as am ended by sec. 201 (a) and  
(c) (4 ) , Social Security  A m endm ents 1954 
(68 Stat. 1087, 1089); sec. 201 ( e ) ( 2 ) ,  (g ) ,  
and  ( i ) ,  Social S ecurity  A m endm ents 1956 
(70 S ta t. 840-842) ; sec. 5 (b ) ,  A ct o f Aug. 30, 
1957 (P ub. Law 85-239, 71 S ta t. 523); sec. 
103(k ) , Socia l S ecurity  A m endm ents 1960 
(74 S ta t. 938)]

Sec. 201. [S o c ia l S e c u r i ty  A m e n d m e n ts  o f  
1 9 5 6 [. * * *

(m ) E ffec tiv e  d a te s .  (1) * * *
(2) (A) Except as provided in  subpara 

graph (B ) , th e  am en d m en t m ade by su b 
section  (g) sh a ll apply  on ly  w ith  respect to  
taxab le years en d in g  a fter  1956.

(B ) Any in d ividual w ho, for a ta x a b le  year 
en d in g  after 1954 and prior to  1957, h a d  in 
com e w h ich  by reason o f th e  a m e n d m en t 
m ade by sub section  (g ) w ould  have been 
included  w ith in  th e  m ean in g  o f “ n e t  earn 
ings from  se lf-em p loym en t” (as s u c h  term 
is  defined in  sec tion  1402(a) of th e  In tern a l 
R evenue Code o f 1954), if  such  in c o m e  had 
been  derived in  a  taxable year e n d in g  after 
1956 by an  Individual w ho had  filed a  waiver 
certificate under section  1402(e) of such 
Code, m ay e lec t to  have th e  am e n d m e n t 
m ade by su b section  (g ) apply to  h is  taxable 
years end ing  after 1954 and prior to  1957. No 
elec tion  m ade by any in d ividual u n d e r  this 
subparagraph sha ll be valid  u n less su c h  indi
vidual h as filed a waiver certificate under 
section  1402(e) o f su ch  Code p r i o r  to  the 
m aking o f su ch  e lec tion  or files a  waiver 
certificate at th e  tim e h e  makes such 
election .

(C) Any in d ividual described in  subpara
graph (B ) w ho has filed a waiver certificate 
under section  1402(e) o f su ch  Code prior to 
th e  date o f en actm en t o f th is  Act, or who 
files a waiver certificate under su ch  section 
on  or before th e  due date o f h is  return (in
c lu d in g  any exten sion  th ereof) for his last 
taxable year en d in g  prior to  1957, m ust make 
su ch  e lec tion  on  or before th e  due date of his 
return  (in c lu d in g  any  exten sion  thereof) for 
h is  la s t taxable year en d in g  prior to  1957, or 
before April 16, 1957, w hichever is the later.

(D ) Any ind iv idual described  in  subpara
graph. (B ) w ho has n o t filed a waiver certif
ica te  under section  1402(e) o f such  Code on 
or before th e  due date o f h is  return (includ
in g  any exten sion  thereof) for h is  last tax
able year en d in g  prior to  1957 m ust make 
su ch  elec tion  on  or before th e  due date of 
h is  return  (Includ ing any exten sion  thereof) 
for h is first taxable year end ing after 1956. 
Any in d iv id u al described  in  th is  subpara
graph w hose period for filing  a waiver cer
tifica te  under sec tion  1402(e) o f such Code 
h as expired a t th e  tim e h e  m akes such elec
t io n  m ay, n o tw ith sta n d in g  th e  provisions of 
paragraph (2) of su ch  section , file a waiver 
certificate a t th e  tim e h e m akes such 
election .

(E) An elec tion  under subparagraph (B) 
sh a ll be m ade in  su ch  m anner as the Secre
tary  of th e  Treasury or h is  d elegate shall pre
scribe by regu lations. N otw ithstanding the 
provisions of paragraph (3) o f section 1402 
(e ) o f su ch  Code, th e  waiver certificate filed 
by an in d ividual w ho m akes an election 
under subparagraph (B ) (regardless of when 
filed) sha ll be effective for su ch  individual’s 
first taxable year en d in g  after 1954 in  which 
h e  had in com e w hich  by reason of the 
am en d m en t m ade by su b section  (g) would 
have been Included  w ith in  th e  meaning of 
“n et earnings from  self-em ploym ent" (as 
su ch  term  is defined in  sec tion  1402(a) of 
su ch  C ode), i f  su ch  incom e had  been derived 
in  a taxable year en d in g  after 1956 by an in
d iv idual who had  filed  a waiver certificate 
under section  1402(e) o f su ch  Code, or for 
th e  taxable year prescribed by such para
graph (3) o f section  1402(e), if  such  taxable 
year is  earlier, and for a ll su cceed ing taxable 
years.

(F ) No in terest or penalty  shall be 
assessed or co llected  for fa ilure to  file a re
tu rn  w ith in  th e  tim e  prescribed by law, if 
su ch  fa ilu re  arises so lely  by reason of ah 
elec tion  m ade by an ind iv idual under sub- 
paragraph ( B ) , or for any underpayment of 
th e  tax  im posed by section  1401 of such  Code 
arising so lely  by reason o f su ch  election, for 
th e  period en d in g  w ith  th e  date such in- 
d ividual m akes an e lec tion  under subpara
graph ( B ) .

(3) A ny tax under chapter 2  of t h e  in 
ternal R evenue Code of 1954 w hich is due, 
solely  by reason o f th e  en actm en t of su b s e c 
tio n  ( f ) ,  or paragraph (2) o f s u b s e c t i o n  ( m  
o f th is  section , for any  taxable year e n d in f  
on  or before th e  date o f th e  e n a c t m e n t  o 
th is  A ct sh a ll be considered tim ely  p a id  u
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payment is made in  fu ll on  or before th e  
last day of the s ix th  calendar m on th  fo llow 
ing the m onth in  w h ich  th is  A ct is  enacted . 
In no event sh a ll in terest be im posed on  th e  
amount of any tax  due under su ch  chapter  
solely by reason o f th e  en actm en t o f subsec 
tion (f), or paragraph (2) o f sub section  (e ) ,  
of this section for any period before th e  day  
after the date of en actm en t o f th is  Act.

[Sec. 201 (m ), Socia l Security A m endm ents  
1956 (70 Stat. 843) ]

§ 1 .1402  (-a )—1 D e f in i t io n  o f  n e t  e a r n 
in gs f r o m  s e l f - e m p lo y m e n t .

(a) Subject to  th e  special rules se t  
forth in §§ 1 .1402(a)-3  to  1,1402( a ) -1 6 ,  
inclusive, and to  th e  exclusions se t forth  

in §§ 1.1402(c)-2  to  1.1402(c)-6 , in 
clusive, the term  “n e t earnings from  se lf-  
employment” m eans—

(1) The gross incom e derived by an  

individual from  any trade or business  
carried on  by such  individual, less th e  
deductions allowed by chapter 1 o f th e  
Code w hich are attributable  to  such  
trade or business, plus

(2) His distributive share (w hether  
or not d istributed), as determ ined u n 
der section 704, o f th e  incom e (or m inus  
the loss), described in  section  702(a) (9) 
and as com puted under section  703, from  

any trade or business carried on  by any  
partnership o f w h ich  h e  is  a m ember.

(b) Gross incom e derived by a n  ind i 
vidual from  a  trade or business includes  
payments received by h im  from  a  part 
nership o f w hich  he is  a  m em ber for  
services rendered to  th e  partnership  or  
for the use of cap ita l by th e  partnership , 
to the ex ten t th e paym ents are deter 
mined w ithout regard to  th e  incom e of  
the partnership. However, such  pay 
ments received from  a  partnership  n o t  
engaged in  a  trade or business w ith in  

the meaning o f section  1402(c) and  § 1.- 
1402 ( c ) - l  do n o t constitu te gross incom e  
derived by an indiv idual from  a  trade  
or business. S ee  section  707(c) and th e  
regulations thereunder, relating  to  guar 
anteed paym ents to  a  m em ber o f a  p art 
nership for services or th e  use o f capital. 
See also section  706(a) and th e  regu la 
tions thereunder, relating  to  th e  taxable  
year of the partner in  w hich  such guar 
anteed paym ents are to  be included in  
computing taxable  incom e.

(c$ Gross incom e derived by an  in 
dividual from  a  trade or business in 
cludes gross incom e received (in  th e  
case of an individual reporting incom e  
on the cash  receip ts and disbursem ents  
method) or accrued (in  th e  case of an  

individual reporting incom e o n  th e  a c 
crual m ethod) in  th e  taxable year from  

a trade or business even though  such  

mcome m ay be attributable in  w hole or 
in part to services rendered or other  
acts performed in  a prior taxable  year  
as to which the individual w as n ot sub 
ject to the tax  on  self-em ploym ent in 
come.

§ 1 .1402(a)—2 Compulation o f  net earn  
m gs from self-em ploym ent.

pr(a) G eneral ru le . In  general, th< 
5.°?? mcome and deductions o f an  in- 
nZ /-a* attributable to  a trade or busi- 
diif+^nÌ luding a trade ° r business con- 

an  em ployee referred to  ii  
f f i f r a p h s  (b ), ( c ) ,  (d ) , or (e) o f § 1.- 

■ ' “3) t f o r  pUrpose o f ascertain- 
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ing  h is  n e t earnings from  self-em ploy 
m ent, are to  be determ ined by reference  
to  th e  provisions of law  and regulations  
applicable w ith  respect to  th e  taxes im 
posed by sections 1 and 3. T hus, if  an  
indiv idual uses th e  accrual m ethod of 
accounting  in  com puting taxable incom e  
from  a trade or business for th e purpose  
of th e  tax  im posed by section  1 or 3, h e  
m ust use th e sam e m ethod in  determ in 
ing  n et earnings from  self-em ploym ent. 
Likewise, i f  a  taxpayer engaged in  a  
trade or business o f selling property on  
th e  in sta llm en t p lan  elects, under th e  
provisions o f section  453, to  use th e  in 
sta llm en t m ethod  in  com puting incom e  
for purposes o f th e  tax  under section  1 
or 3, h e  m ust use th e  sam e m ethod  in  
determ in ing -net earnings from  se lf-em 
p loym ent. Incom e w hich  is  excludable  
from  gross incom e under any provision  
of subtitle A o f th e In ternal R evenue  
Code is  n o t taken  in to  account in  deter 
m ining n et earnings from  self-em p loy 
m en t excep t as otherw ise provided in  

§ 1.1402 (a ) -9 , re lating  to  certa in  resi 
d ents o f Puerto R ico, in  § 1.1402 (a ) -11 , 
relating to  m inisters or m em bers o f re 
lig ious orders, and  in  § 1.1402 (a ) -12 , 
relating  to  th e term  “possession  o f th e  
U nited  S ta tes” as used for purposes o f  
th e  ta x  on  self-em ploym ent incom e. 
Thus, in  th e case o f a  c itizen  o f th e  
U nited  S ta tes  conducting, in  a  foreign  
country, a  trade or business in  w h ich  

both  personal services and cap ita l are  
m ateria l incom e-producing factors, any  
part o f th e  incom e therefrom  w hich  is  
excluded from  gross incom e as earned  
incom e under th e  provisions o f section  

911 and th e  regulations thereunder is  n ot  
taken  in to  account in  determ in ing n et  
earnings from  self-em ploym ent.

(b) T ra d e  or b u sin ess  c a rr ie d  on . The  
trade or business m ust be carried on  

by th e  individual, e ither personally or 
through  agents or em ployees. Accord 
ingly , incom e derived from  a trade or  
business carried on by an  esta te  or trust  
is  n o t included in  determ ining th e  n et  
earnings from  self-em ploym ent o f the  
indiv idual beneficiaries of such estate  or 
trust.

(c) A g g reg a te  n e t  ea rn in g s . W here  
an  indiv idual is  engaged in  m ore th an  

one trade or business w ith in  th e m eaning  
of section  1402(c) and § 1 .1 4 0 2 (c )-l, h is  
n et earnings from  self-em ploym ent con 
sist o f th e aggregate o f th e  n e t incom e  
and losses (com puted subject to  th e  spe 
c ia l rules provided in  §§ 1.1402 (a ) -1  to  
1.1402 (a ) -1 6 , inclusive) o f a ll such  trades  
or businesses carried on by h im . T hus, 
a loss sustained  in  one trade or business  
carried on  by an  indiv idual w ill operate  
to  offset th e  incom e derived by h im  from  

another trade or business.
(d) P a r tn e rsh ip s . T he n et earnings  

from  self-em ploym ent o f an  individual 
include, in  addition  to  th e earnings from  

a trade or business carried on by him , 
h is distributive share o f th e  incom e or  
loss, described in  section  702(a) (9 ) , from  

any trade or business carried on by each  

partnership  o f w h ich  h e  is  a  m em ber. 
A n ind ividual’s distributive share of such  

incom e or loss o f a  partnership  sh a ll be 
determ ined as provided in  section  704, 
subject to  th e  special ru les se t  forth  in  

section  1402(a) and  in  §§ 1 .1 4 0 2 (a )-!  to

1 .1402(a)-1 6 , inclusive, and to  th e e x 
c lusions provided in  section  1402(c) and  
§§ 1 .1402(c)-2  to  1 .1402(c)-6 , inclusive. 
For provisions relating  to  th e com puta 
tion  o f th e taxable incom e of a partner 
ship , see section  703.

(e) D iffe re n t ta x a b le  y e a rs . I f  the  
taxable year o f a partner differs from  

th a t  of th e  partnership , th e partner sh a ll 
include, in  com puting n e t earnings from  

self-em ploym ent, h is  distributive share  
of th e  incom e or loss, described in  sec 
tion  702(a) (9 ) , of th e partnership  for its  
taxable year ending w ith  or w ith in  th e  
taxab le year o f th e  partner. For th e spe 
c ia l rule in  case o f th e  term ination  of a  
partner’s taxable year as result of death , 
see §§ 1.1402(f) and 1 .1 4 0 2 (0 -1 .

(f  ) M ea n in g  o f  p a r tn e rsh ip s . For the  
purpose of determ in ing n e t  earnings from  

self-em ploym ent, a partnership  is  one  
w hich  is  recognized as such  for incom e  
ta x  purposes. For incom e ta x  purposes, 
th e  term  “partnersh ip” includes n o t only  
a partnership  as known a t com m on law , 
but, also a  syndicate, group, pool, jo in t  
venture, or other unincorporated organ 
iza tion  w h ich  carries on  any trade or 
business, financia l operation, or venture, 
and w hich  is  not, w ith in  th e  m eaning of  
th e Code, a trust, estate , or a  corpora 
tion . An organization  described in  th e  
preceding sentence sh a ll be treated  as a  
partnership  for  purposes o f th e ta x  on  
self-em ploym ent incom e even though  

such  organization  h as elected , pursuant  
to  section  1361 and th e  regulations there 
under, t o  be taxed  as a dom estic cor 
poration.

(g) N a tu re  o f  p a r tn e r s h ip  in te r e s t .  
T h e n e t  earn ings from  self-em ploym ent  
of a  partner include h is  distributive share  
o f th e  incom e or loss, described in  section  

7 0 2 (a )(9 ) , o f th e  partnership  o f w h ich  

h e  is a  m em ber, irrespective of th e  nature  
of h is m em bership . T hus, in  determ in 
in g  h is  n e t earn ings from  se lf-em p loy 
m ent, a  lim ited  or in active partner in 
cludes h is  d istributive share o f such  

partnership  incom e or loss. In  th e  case  
of a partner who is  a  m em ber o f a p art 
nership  w ith  respect to  w hich  an  election  

h as been m ade pursuant to  section  1361 
and th e regulations thereunder to  be 
taxed  as a  dom estic corporation, n et  
earnings from  self-em ploym ent include  
h is  distributive share o f th e  incom e or 
loss, described in  section  702(a) (9 ) , from  

th e  trade or business carried on by the  
partnership  com puted w ithout regard to  
th e fa c t th a t th e partnership  h as elected  
to  be taxed  as a dom estic  corporation.

(h ) P ro p r ie to rsh ip  ta x e d  a s  d o m e s tic  
c o rp o ra tio n . A proprietor o f an  u n in 
corporated business enterprise w ith  re 
sp ect to w hich  an  election  has been m ade  
pursuant to  section  1361 and th e  regu 
la tion s thereunder to  be taxed  as a do 
m estic  corporation sh a ll com pute h is n et  
earnings from  self-em ploym ent w ithout  
regard to  th e fact"that such election  has  
been m ade.

§ 1 . 1 4 0 2 ( a ) —3  S p e c ia l  r u le s  f o r  c o m 
p u t in g  n e t  e a r n in g s  f r o m  s e l f - e m 
p lo y m e n t .

F or th e  purpose o f com puting n et  
earnings from  self-em ploym ent, th e  
gross incom e derived by an  indiv idual 
from  a  trade or business carried on  by
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him , th e  allow able deductions attribut 
ab le to  such trade or business, and  th e  
individual's distributive share o f th e  in 
com e or loss, described in  section  702
(a) (9 ) , from  any trade or business car 
ried on  by a  partnership  of w hich  he is  
a  m em ber shall be com puted in  accord 
ance w ith  th e  specia l rules se t forth  in  

§§ 1.1402(a ) -4  to  1.1402(a ) -16 , inclusive.

§  1 . 1 4 0 2 ( a ) —4  R e n t a ls  f r o m  r e a l  e s t a t e .

(a) I n  g en era l. R entals from  real 
estate and from  personal property leased  
w ith  th e  real esta te  (including such  
rentals paid  in  crop shares) and th e de 
ductions attributable thereto , unless  
such  rentals are received by an  ind ivid 
ua l in  th e  course o f a trade or business  
as a  rea l-esta te  dealer, are excluded. 
W hether or n ot an  individual is engaged  
in  th e  trade or business o f a rea l-esta te  
dealer is  determ ined by th e  application  
of th e  princip les follow ed in  respect of  
th e  taxes im posed by sections 1 and 3. 
In  general, an  indiv idual who is engaged  
in  th e  business o f se lling  real esta te  to  
custom ers w ith  a view  to  th e  gains and  
profits th a t  m ay be derived from  such  

sa les is  a  rea l-esta te  dealer. On th e  
other hand, an  indiv idual w ho m erely  
holds real esta te  for investm ent or spec 
u lation  and receives ren ta ls therefrom  

is  n o t considered a rea l-esta te  dealer. 
W here a  rea l-esta te  dealer holds real 
esta te  for  investm ent or specu lation  in  

addition  to  real estate  held  for sale to  
custom ers in  th e  ordinary course o f h is  
trade or business as a rea l-esta te  dealer, 
only th e  rentals from  th e  real esta te  held  

for sa le  to  custom ers in  th e  ordinary  
course o f  h is  trade or business as a  rea l-  
esta te  dealer, and th e  deductions attrib 
u tab le thereto, are included in  determ in 
in g  n et earnings from  self-em ploym ent;  
th e  rentals from  th e  real esta te  held  for  
investm ent or speculation , and  th e  de 
ductions attributable  thereto , are ex 
cluded. R enta ls paid  in  crop shares in 
clude incom e derived by an  ow ner or 
lessee o f land  under an  agreem ent en 
tered  in to  w ith  another person pursuant 
to  w h ich  such  other person undertakes  
to  produce a  crop or livestock on  such  
land  and pursuant to  w h ich  (1) th e  crop  
or livestock, or th e proceeds thereof, are 
to  be divided betw een such  ow ner or 
lessee and such other person, and (2) 
th e  share o f th e ow ner or lessee depends  
on  th e  am ount o f th e  crop or livestock  
produced. See, however, paragraph (b)  
of th is  section .

(b) S p ec ia l ru le  fo r  “in c lu d ib le  fa r m  

r e n ta l  in com e?’— (1) I n  g en era l. N ot 
w ithstand ing th e rules se t  forth  in  para 
graph (a) of th is  section, there shall be 
included in  determ in ing n e t earnings  
from  self-em ploym ent for taxable years  
ending a fter  1955 any incom e derived  
by an  ow ner or ten an t o f land, if  the  
fo llow ing requirem ents are m et w ith  

respect to  such incom e:
(i) T he incom e is  derived under an  

arrangem ent betw een th e  ow ner or 
ten a n t o f land  and another person  
w hich  provides th a t such other per 
son  sh a ll produce agricultural or h orti 
cu ltural com m odities on  such land, and  
th a t  there sh a ll be m ateria l participa 
t ion  by th e  owner or ten a n t in  th e pro 
duction  or the m anagem ent o f th e  pro 

duction o f su ch  agricultural or horticu l 
tural com m odities; and

(ii) T here is  m aterial participation  by  
th e  owner or ten a n t w ith  respect to  any  
such agricultural or horticultural com 
m odity.

Incom e so  derived shall be referred to  
in  th is  section  as “includib le farm  rental 
incom e”.

(2) R e q u ire m e n t th a t  in co m e  b e  d e 
r iv e d  u n d e r  a n  a rra n g e m e n t. In  order 
for rental incom e received by an  owner  
or ten an t o f land to  be treated  as in 
cludible farm  renta l incom e, such  in 
com e m u st be derived pursuant to  a  
share-farm ing or other renta l arrange 
m en t w hich  contem plates m aterial par 
tic ipation  by th e  ow ner or tenant^ in  th e  
production or m anagem ent o f produc 
t ion  o f agricultural or horticultural 
com m odities.

(3) N a tu re  o f  a rra n g e m e n t, (i) T he  
arrangem ent betw een th e  ow ner or te n 
an t and the person referred to  in  sub- 
paragraph (1) o f th is  paragraph m ay be 
either oral or w ritten. T he arrange 
m en t m ust im pose upon such  other  
person th e ob ligation  to  produce one  
or m ore agricultural or horticultural 
com m odities (including livestock, bees, 
poultry, and fur-bearing an im als and  
w ild life) on  th e  land  o f th e  owner or 
ten an t. In  addition, i t  m ust be w ith in  

th e  contem plation  of th e  parties th a t  
th e owner or ten an t w ill participate in  

th e  production or th e  m anagem ent o f  
th e  production of th e  agricultural or 
horticu ltural com m odities required to  
be produced by th e  other person under  
such  arrangem ent^ to  an  ex ten t w hich  

is  m ateria l w ith  respect either to  th e  
production or to  th e  m anagem ent of  
production o f such  com m odities or is  
m ateria l w ith  respect to  th e production  
and  m anagem ent o f production w hen th e  
to ta l required participation  in  connec 
tion  w ith  both is  considered.

(ii) T he term  “production”, wherever  
used in  th is  paragraph, refers to  th e  
p hysica l work perform ed and th e  ex 
penses incurred in  producing a  com 
m odity. I t  includes such  activ ities as  
th e  actual work o f planting, cu ltivating, 
and  harvesting  crops, and th e  furn ish ing  
o f m achinery, im plem ents, seed , and  

livestock. A n arrangem ent w ill be  
treated  as contem plating th a t th e  owner  
or ten a n t w ill m aterially  partic ipate in  

th e  “production” of th e  com m odities re 
quired to  be produced by th e other person  
under th e arrangem ent i f  under th e ar 
rangem ent it  is  understood th a t  the  
ow ner or ten an t is  to engage to  a  m ate 
r ia l degree in  th e physical work related  
to  th e  production of such com m odities. 
T he m ere undertaking to  furn ish  m a 
chinery, im plem ents, and livestock and  
to  incur expenses is not, in  and of itself, 
sufficient. Such factors m ay be sign ifi 
can t, however, in  cases w here th e degree  
of physical work in tended o f th e  owner  
or ten an t is  n o t m ateria l. For exam ple, 
if  under th e  arrangem ent it  is  under 
stood th a t  th e  ow ner or ten a n t is  to  
engage periodically in  physical work to  
a  degree w hich  is n ot m aterial in  and  
of itse lf and, in  addition, to  furn ish  a  
substantia l portion o f th e  m achinery, 
im plem ents, and livestock to  be used in  

th e  production of th e  com m odities or to

furn ish  or advance funds or assume fi. 
n an cia l responsib ility for a substantial 
part of th e  expense involved in  the pro
duction  of th e  com m odities, th e  arrange
m en t w ill be treated  as contemplating 
m aterial participation  of th e owner or 
ten a n t in  th e  production of such com
m odities.

(iii) T he term  “m anagem ent of the 
p rod u ction ^  wherever used in  th is  para

g r a p h , refers to  services performed in 
m aking m anageria l decisions relating to 
th e  production, such  as w hen to plant, 
cu ltivate, dust, spray, or harvest the 
crop, and includes advising and con
su lting, m aking inspections, and mak
in g  decisions as to  m atters such as 
rotation  o f crops, th e  type of crops to 
be grown, th e  type o f  livestock to be 
raised, and th e  type o f m achinery and 
im plem ents to  be furnished. An ar
rangem ent tyill be treated  as contem
p la ting  th a t  th e  ow ner or tenant is to 
participate m aterially  in  th e  “manage
m ent of th e  production” o f the com
m odities required to  be produced by the 
other person under th e  arrangement 
i f  th e  ow ner or ten a n t is to  engage to a 
m aterial degree in  th e  m anagem ent de
c isions related  to  th e  production of such 
com m odities. T he services which are 
considered o f particular importance in 
m aking such m anagem ent decisions are 
those  services perform ed in  making in
spections of th e  production activities 
and in  advising and consulting with 
such  person as to  th e production of the 
com m odities. T hus, if  under the ar
rangem ent it  is  understood that the 
ow ner or ten a n t is  to  advise or consult 
periodically w ith  the other person as to 
th e production o f th e  commodities re
quired to  be produced by such person un
der th e  arrangem ent and to  inspect peri
odically th e production activ ities on the 
land, a  strong in ference w ill be drawn 
th a t  th e  arrangem ent contem plates par
tic ipation  by th e  ow ner or tenant in 
th e  m anagem ent of th e  production of 
su ch  com m odities. T he m ere undertak
in g  to  se lect th e  crops or livestock to be 
produced or th e  type o f m achinery and 
im plem ents to  be furn ished  or to make 
decisions as to  th e  rotation  o f crops gen
erally is  not, in  and o f itse lf, sufficient. 
Such  factors m ay be significant, how
ever, in  m aking th e overall determina
tion  o f w hether th e  arrangem ent con
tem plates th a t th e  owner or tenant is 
to  participate m aterially  in  th e  manage
m en t o f th e  production o f th e  commodi
ties. T hus, if  in  addition to  the under
standing th a t  th e  owner or tenant is to 
advise or consu lt periodically with the 
other person as to  th e  production of the 
com m odities and to  in spect periodically 
th e  production activ ities on  the land, it 
is  also understood th a t the owner is to 
select th e  type o f crops and livestock to 
be produced and th e  type of machinery 
and im plem ents to  be furnished and to 
m ake decisions as to  th e  rotation of 
crops, th e  arrangem ent w ill be treated 
a s contem plating m ateria l participation 
of th e ow ner or ten a n t in  th e  manage
m ent of production of such commodities-

(4) A c tu a l p a r tic ip a tio n . In  orde» 
for th e  rental incom e received by 
owner or ten an t o f land to  be treated 
as includib le farm  renta l income, not 
only m ust i t  be derived pursuant to tne
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arrangem ent described in  subparagraph
(1) of this paragraph, but also th e  ow ner  
or tenant must actually participate to  a  
material degree in  the production or in  

the management o f th e production of  
any of the com m odities required to  be 
produced under the arrangem ent, or he  
must actually participate in  both  th e  
production and the m anagem ent o f the  
production to an  ex ten t th a t h is partici 
pation in the one w hen com bined w ith  h is  
participation in  th e other w ill be con 
sidered participation to  a  m aterial de 
gree. If the owner or ten an t show s th a t  
he periodically advises or consults w ith  

the other person, w ho under th e arrange 
ment produces th e  agricultural or h orti 
cultural com m odities, as to  th e produc 
tion of any of these com m odities and also  
shows that he periodically inspects th e  
production activ ities on  th e  land, h e  w ill 
have presented strong evidence of th e  
existence of th e  degree o f participation  
contemplated by section  1402(a) (1 ) . I f, 
in addition to  th e foregoing, th e  owner  
or tenant show s th a t h e furn ishes a  sub 
stantial portion of th e m achinery, im 
plements, and livestock used in  th e  
production o f the com m odities or th a t he  
furnishes or advances funds, or assum es  
financial responsibility, for a  substantial 
part of the expense involved in  th e  pro 
duction of the com m odities, h e  w ill have  
established the existence o f th e  degree of  
participation contem plated  by section  

1402(a) (1) and th is  paragraph.
(5) E m ployees o r  a g e n ts . Any ar 

rangement entered in to  by an  em ployee  
or agent of an owner or ten a n t and  a n 
other person shall be considered an  

arrangement entered in to  by th e  owner  
or tenant for purposes o f sa tisfy ing  th e  
requirement se t  forth  in  subparagraph
(2) of this paragraph th a t  th e incom e  
must be derived under an  arrange 
ment between th e  ow ner or ten an t  
and another person. For purposes of  
determining w hether th e arrangem ent 
satisfies the requirem ent se t  forth  

in subparagraph (3) o f th is  paragraph  
that the parties contem plate th a t th e
owner or tenant w ill m aterially  partic i 
pate in the production or m anagem ent of  
Production of a com m odity, services  
which will be perform ed by an em ployee  
or agent of the owner or ten an t are con 
sidered to be services w hich  th e arrange 
ment contem plates w ill be perform ed by  
the owner or tenant. Services perform ed  
oy such an employee or agent are con 
sidered services perform ed by th e owner  
or tenant in  determ ining th e  ex ten t to  
which the owner or ten an t h as partic i 
pated in the production or m anagem ent  
1 Production o f a com m odity.

(6) E xam ples. Application o f th e  
nues prescribed in  th is  paragraph m ay  

illustrated by the follow ing exam ples:

banrt TV >̂e  A fter th e  death  o f her h u s-  
itR m T^S‘ ^  rents her farm , together w ith  

half f̂ leery and equ ipm ent, to  B for one-  
DrnHi Proceeds from  th e  com m odities
that ° n su°h  farm  by B. I t  is  agreed  
farm Wil1 live *n th e  te n a n t h ou se on  th e  
Qn“  and be responsible for th e  over-a ll 
tìvati«011 ° f ttle farm > su ch  as p lan ting , c u l 
latine f and harvesting th e  field  crops, 
fruit *he orchard and harvesting  th e  
tjy _ a caring for th e  livestock  and p o u l 
t r y  t afS°  k  a&reed th a t Mrs. A w ill con -  

live in  th e  farm  residence and help

B operate th e  farm . U nder th e  agreem ent 
i t  is  con tem plated  th a t  Mrs. A w ill regularly  
operate and  c lean  th e  cream  separator and  
feed  th e  poultry  flock and co llec t th e  eggs. 
W hen possib le sh e  w ill a ss ist B  in  su ch  work 
as spraying th e  fru it trees, p en n in g  livestock , 
cu llin g  th e  poultry, and con tro llin g  weeds. 
S h e w ill also a ss ist in  preparing th e  m eals  
w hen B engages seasonal workers. T he  
agreem ent betw een  Mrs. A and B clearly pro 
v ides th a t  sh e  w ill m ateria lly  participate in  

th e  over-all production  operations to  be co n 
ducted  on  her farm  by B. I n  actua l practice, 
Mrs. A perform s su ch  regular and  in term it 
te n t  services. T he regularly perform ed serv 
ices are m ateria l to  th e  production  o f an  
agricu ltural com m odity, and th e  in term it 
te n t  services perform ed are m ateria l to  th e  
production  operations to  w h ich  th ey  relate. 
T he fu rn ish in g  o f a su b stan tia l portion  of  
th e  farm  m achinery and eq u ip m en t also adds  
support to  a con clu sion  th a t Mrs. A h as m a 
teria lly  participated . Accordingly, th e  ren tal 
incom e Mrs. A receives from  her farm  sh ou ld  

be in clu d ed  in  n e t earnings from  se lf-  
em ploym ent.

E x a m p le  (2 ) .  D  agrees to  produce a crop  
on  O’s  co tto n  farm  under an  arrangem ent 
provid ing th a t C and D w ill each  receive on e-  
h a lf  o f th e  proceeds from  su ch  production . 
C agrees to  fu rn ish  a ll th e  necessary eq u ip 
m en t, and i t  is  understood  th a t h e  is  to  ad 
v ise D  w hen to  p la n t th e  co tto n  and w h en  i t  
needs to  be chopped, plow ed, sprayed, and  

picked. I t  is  a lso  understood  th a t  during  
th e  grow ing season  C is  to  in sp ect th e  crop  
every few  days to  determ ine w hether D  is  
properly tak in g  care o f th e  crop. U nder th e  
arrangem ent, D  is  required  to  fu rn ish  Edi 
labor needed to  grow and h arvest th e  crop. 
C, in  fact, renders su ch  advice, m akes su ch  

in sp ection s, and fu rn ish es su ch  equ ipm ent. 
O’s contem plated  particip ation  in  m anage 
m en t d ecisions is  considered m ateria l w ith  

respect to  th e  m anagem ent o f th e  co tto n  

production  operation . C’s  actu a l participa 
t io n  p u rsu an t to  th e  arrangem ent is  also  
considered to  be m ateria l w ith  respect to  th e  
m an agem en t o f th e  production  o f  co tton . 
A ccordingly, th e  incom e C receives from  h is  
co tto n  farm  is  to  be in clu d ed  in  com p u tin g  
h is  n e t  earn in gs from  se lf-em p loym en t.

E x a m p le  ( 3 ) .  E ow ns a grain  farm  and  

tu rn s  it s  operation  over to  h is  son , F . By  
th e  oral ren ta l arrangem ent betw een  E and F, 
th e  la tter  agrees to  produce crops o f grain  

on  th e  farm , and  E agrees th a t  h e  w ill be  
availab le  for co n su lta tio n  and advice and w ill 
in sp ect and  h elp  to  harvest th e  crops. E 

fu rn ish es m ost o f th e  equ ipm ent, in c lu d in g  
a  tractor, a  com bine, plow s, w agons, drills , 
and harrows; h e con tin u es to  live on  th e  farm  

and does som e o f th e  work su ch  as repairing  
barns and farm  m achinery, goin g to  tow n  for  
supplies, cu tt in g  w eeds, etc.; h e  regularly in 
sp ects th e  crops durin g th e  grow ing season; 
and  h e  h elp s P  to  harvest th e  crops. A l
th o u g h  th e  final decisions are m ade by F, 
h e freq u en tly  con su lts  w ith  h is  fa th er regard 
in g  th e  production  o f th e  crops. An eva lua 
t io n  o f a ll o f E’s actu a l activ ities in d icates  
th a t  th ey  are sufficiently su b sta n tia l and reg 
u lar to  support a con clu sion  th a t  h e  is  m a 
ter ia lly  particip atin g  in  th e  crop production  

operations and th e  m an agem en t thereof. I f  
i t  can  be show n th a t th e  degree of E ’s actual 
p artic ip ation  was contem plated  by th e  ar
rangem ent, E’s incom e from  th e  grain  farm  

w ill be in cluded  in  com p u tin g  n e t  earnings  
from  se lf-em p loym en t.

E x a m p le  ( 4 ) .  G ow ns a fu lly -eq u ip p ed  

farm  w h ich  h e  ren ts to  H under an  ar
rangem ent w h ich  con tem p lates th a t G sh a ll  
m ateria lly  participate in  th e  m anagem ent of 
th e  production  o f crops raised  on  th e  farm  

pu rsu an t to  th e  arrangem ent. G lives in  

tow n  about 5 m iles from  th e  farm . A bout 
tw ice a m o n th  h e  v is its  th e  farm  and looks  
over th e  b u ild in gs and  eq u ipm ent. G m ay  
occasionally , in  an  em ergency, d iscu ss w ith  

H som e phase o f a crop production  activ ity .

In  effect, H has com plete charge o f th e  
m anagem ent o f  farm in g operations regard 
less o f th e  understand ing betw een  h im  and  
G. A lth ou gh  G pays o n e-h a lf o f th e  cost  
o f th e  seed  and fertilizer aqd  is charged  
for th e  cost o f m ateria ls purchased by H  

to  m ake a ll necessary repairs, G ’s a ctiv ities  
do n o t co n stitu te  m ateria l p articipation  in  

th e  crop production  activ ities. Accordingly, 
G ’s incom e from  th e  crops is  n o t in cluded  

in  com puting  n e t earnings from  se lf-em p loy 
m en t.

E x a m p le  ( 5 ) .  J  ow ned a  farm  several 
m iles from  th e  tow n  in  w h ich  h e  lived . He 
rented  th e  farm  to  K under an  arrangem ent 
w hich  contem plated  J ’s m ateria l participa 
t io n  in  th e  m anagem ent o f production  o f  
w heat. J  fu rn ish ed  o n e -h a lf th e  seed and  
fertilizer and  a ll th e  farm  eq u ip m en t and  
livestock . He em ployed H to  perform  a ll 
th e  services in  advisin g, con su ltin g , and  in 
sp ectin g  contem plated  by th e  arrangem ent. 
J  is  m ateria lly  particip atin g  in  th e  m anage 
m en t o f production  o f w h eat by K. T he  
work d one by J ’s  em ployee, H, is  a ttr ib u tab le  
to  J  in  determ in ing  th e  ex ten t o f  J ’s  par
tic ip a tio n . J ’s  ren ta l in com e from  th e  ar 
ran gem en t is  to  be in clu d ed  in  com p u tin g  
h is  n e t  earn in gs from  self-em p loym en t.

E x a m p le  ( 6 ) .  A ssum e th e  sam e fa cts  as  
in  th e  previous exam ple except th a t  J  ap 
p o in ted  th e  X  B ank as h is  a gen t to  en ter  
in to  th e  ren tal arrangem ent w ith  K and to  
perform  th e  services contem plated  by th e  
arrangem ent. J  is  also m ateria lly  p artici 
p a tin g  in  th e  m anagem ent o f production  of  
w h eat by K  because th e  work done by X  

B ank is  a ttr ib u tab le  to  J  in  d eterm in in g  th e  
ex ten t o f J ’s p articipation  even  th o u g h  X  

B ank is  an  in d ep en d en t contractor. J ’s  
ren ta l incom e from  th e  arrangem ent is  to  
be in clu d ed  in  com p u tin g  h is  n e t  earn in gs  
from  self-em p loym en t.

(c) R e n ta ls  f ro m  liv in g  q u a r te rs— (1) 
N o se rv ice s  re n d e re d  fo r  o ccu p a n ts .  
P aym ents for th e use or occupancy of  
entire private residences or liv ing quar 
ters in  duplex or m u ltip le-housing  un its  
are generally ren ta ls from  real estate. 
E xcept in  th e  case o f rea l-esta te  dealers, 
such paym ents are excluded in  deter 
m in ing  n et earnings from  self-em p loy 
m en t even though  such paym ents are  
in  part attributable  to  personal property  
furn ished  under th e  lease.

(2) S erv ic e s  re n d e re d  fo r  o ccu p a n ts . 
P aym ents for th e use or occupancy of  
room s or other space where services are  
also rendered to  th e  occupant, such  as  
for th e  use or occupancy o f room s or 
other quarters in  hotels, boarding houses, 
or apartm ent houses furn ish ing  hotel 
services, or in  tourist cam ps or tourist 
hom es, or paym ents for th e use or occu 
pancy o f space in  parking lo ts, w are 
houses, or storage garages, do n o t consti 
tu te  ren ta ls from  real estate; conse 
quently , such  paym ents are included in  

determ in ing n e t earnings from  se lf-em 
ploym ent. G enerally, services are con 
sidered rendered to  th e occupant if  they  
are prim arily for h is convenience and are 
other th a n  those  usually or custom arily  
rendered in  connection  w ith  th e rental of 
room s or other space for occupancy  
only. T he supplying of m aid  service, for  
exam ple, con stitu tes such serv ice ; 
w hereas th e furn ish ing of h ea t and ligh t, 
th e  clean ing o f public entrances, exits, 
stairw ays and lobbies, th e  collection  of  
trash , and so forth , are n o t considered  
as services rendered to  th e occupant.

(3) E x a m p le . T he application  o f th is  
paragraph m ay be illustrated  by th e  
fo llow ing exam ple:
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E xam ple . A, an in d ividual, ow ns a b u ild 
in g  con ta in in g  four apartm ents. D urin g th e  
taxab le year, he receives $1,400 from  apart
m en ts num bered 1 and 2, w h ich  are rented  
w ith o u t services rendered to th e  occupants, 
and  $3,600 from  apartm ents num bered 3 and  
4, w h ich  are rented  w ith  services rendered  
to  th e  occupants. His fixed expenses for th e  
four apartm ents aggregate $1,200 during the  
taxab le year. In  add ition , he has $500 o f  
expenses a ttr ib u tab le  to  th e  services ren 
dered to  th e  occupants o f apartm ents 3 and 4. 
In  d eterm in in g  h is  n e t  earnings from  se lf-  
em ploym ent, A in clu d es th e  $3,600 received  
from  apartm ents 3 and 4, and th e  expenses  
of $1,100 ($500 p lu s o n e-h a lf o f $1,200) a t 
tr ib u tab le  th ereto . T he rentals and expenses  
attributab le to  apartm ents 1 and 2 are ex 
cluded . Therefore, A has $2,500 o f n e t earn 
ings from  se lf-em p loym en t for th e  taxable  
year from  th e  build ing.

(d) T r e a tm e n t o f  b u sin ess  in co m e  
w h ic h  in c lu d es  re n ta ls  fro m  rea l e s ta te .  
E xcept in  th e case of a rea l-estate  dealer, 
where an  individual or a partnership  is  
engaged in  a  trade or business th e in 
com e o f w hich  is  classifiable in  part as  
rentals from  real estate , only  th a t por 
tion  o f such incom e w hich is  n ot classifi 
able as rentals from  real estate, and th e  
expenses attributable  to such portion, are  
included in  determ in ing n et earnings  
from  self-em ploym ent.

§ 1 . 1 4 0 2 ( a ) — 5  D iv id e n d s  a n d  in t e r e s t .

(a ) All dividends on shares o f stock  
are excluded unless they  are received by 
an individual in  the course o f h is  trade  
or business as a dealer in  stocks or se 
curities.

(b) In terest on any bond, debenture, 
note, or certificate, or other evidence o f  
indebtedness, issued w ith  in terest cou 
pons or in  registered form  by any cor 
poration (including one issued by a gov 
ernm ent or political subdivision thereof)  
is  excluded un less such in terest is  re 
ceived in  th e  course of a trade or business  
as a dealer in  stocks or securities. H ow 
ever, in terest w ith  respect to w hich a  
credit aga in st ta x  is  allow able as pro 
vided in  section  35, th a t is, in terest on  
certain  obligations o f  th e  U nited S ta tes  
and its  instrum entalities, is  not included  
in  n et earnings from  self-em ploym ent  
even though received in  th e  course of a  
trade or business as a dealer in  stocks  
or securities. O nly in terest on bonds, 
debentures, notes, or certificates, or other  
evidence o f indebtedness, issued w ith  

in terest coupons or in  registered form  by 
a  corporation, is excluded in  th e  case of 
all persons other th an  dealers in  stocks  
or securities; other in terest received in  
th e course o f any trade or business (such  
as in terest received by a pawnbroker on  
h is  loans or in terest received by a m er 
ch a n t on  h is accounts or notes receiv 
able) is  n o t excluded.

(c) D iv idends and in terest o f the  
character excludable under paragraphs
(a) and (b) o f th is  section  received by  
an individual on  stocks or securities held  

for speculation  or investm ent are e x 
cluded w hether or n o t th e individual is  
a dealer in  stocks or securities.

(d) A dealer in  stocks or securities is  
a m erchant o f stocks or securities w ith  

an  established p lace o f business, regu 
larly  engaged in  th e  business o f pur 
chasing  stocks or securities and reselling

them  to  custom ers; th a t is, h e  is one  
who as a m erchant buys stocks or securi
ties and sells them  to  custom ers w ith  a  
view to  the gains and profits th a t m ay  
be derived therefrom . Persons w ho buy  
and sell or hold  stocks or securities for  
investm ent or speculation, irrespective  
of w hether such buying or selling con sti 
tu tes th e  carrying on o f a trade or busi 
ness, are n ot dealers in  stocks or se 
curities.

§ 1 . 1 4 0 2 ( a ) — 6  G a in  o r  lo s s  f r o m  d is 
p o s i t io n  o f  p r o p e r t y .

(a) There is  excluded any gain  or  
loss: (1) W hich is  considered as ga in  or 
loss from  th e sale or exchange of a cap i 
ta l asset; (2) from  th e  cu tting  of tim ber  
or th e  disposal o f tim ber or th e  disposal 
of coal, even though held  prim arily for  
sale to custom ers, if section  631 is  ap 
p licable to  such gain  or loss; and (3) 
from  th e  sale, exchange, involuntary  
conversion, or other d isposition of prop 
erty if  such property is  neither (i) stock  
in  trade or other property of a  kind  
w hich would properly be includib le in  

inventory if  on hand  a t  th e close o f th e  
taxable  year, nor (ii) property held  pri
m arily for sale to  custom ers in  th e ordi 
nary course o f a trade or business. For  
th e  purpose of th e  specia l rule in  sub- 
paragraph (3) o f th is  paragraph, it  is  
im m aterial w hether a gain  or loss is  
treated  as a cap ital gain  or loss or as  
an  ordinary gain  or loss for purposes 
other th an  determ ining n et earnings  
from  self-em ploym ent. For in stance, 
where th e character o f a loss is governed  
by th e  provisions of section  1231, such  
loss is  excluded in  determ in ing n e t  earn 
in gs  from  self-em ploym ent even though  

such loss is  treated  under section  1231 
as an ordinary loss. For th e  purposes 
of th is  specia l rule, th e  term  “involun 
tary conversion” m eans a com pulsory or 
involuntary conversion o f  property in to  
other property or m oney as a  result of 
its  destruction  in  w hole or in  part, th e ft  
or seizure, or an  exercise of th e power  
of requisition or condem nation  or th e  
threat or im m inence thereof; and th e  
term  “other d isposition” includes th e  
destruction  or loss, in  w hole or in  part, 
of property by fire, storm , sh ipwreck, or 
other casualty , or by th eft, even though  

there is no conversion of such  property  
in to  other property or m oney.

(b) T he application  of th is  section  

m ay be illustrated  by th e  follow ing ex 
am ple:

E x a m p le . D uring th e  taxable year 1954, 
A, w ho ow ns a  grocery store, realized a n e t  
profit o f $1,500 from  th e  sa le o f groceries an d  

a gain  o f $350 from  th e  sale o f a refrigerator  
case. D urin g th e  sam e year, h e su sta in ed  

a loss o f  $2,000 as a resu lt o f dam age by fire 
to  th e  store build ing. In  com puting  taxable  
incom e, a ll o f th ese  item s are tak en  in to  
accou n t. In  determ in ing  n e t earnings from  

se lf -em ploym ent, how ever, on ly  th e  $1,500 
o f profit derived from  th e  sa le  o f groceries  
is  Included . T he $350 ga in  an d  th e  $2,000 
loss are excluded .

§  1 . 1 4 0 2 ( a ) —7  N e t  o p e r a t in g  lo s s  d e d u c 
t io n .

T h e deduction provided by section  172, 
rela ting  to  n et operating losses sustained  

in  years other th an  th e  taxable year, 
is  excluded.

§ 1 .1 4 0 2  ( a ) - 8  C o m m u n ity  income.

(a) I n  ca se  o f  am in d iv id u a l, if any 
o f th e  incom e derived by an individual 
from  a trade or business (other than a 
trade or business carried on by a part
nership) is com m unity  income under 
com m unity property laws applicable to 
such incom e, a ll o f the gross income, and 
th e deductions attributable to such in
com e, sh a ll be treated  as the gross in
com e and deductions of th e  husband un. 
less th e w ife exercises substantially all 
of th e m anagem ent and control of such 
trade or business, in  w hich  case all of 
such  gross incom e and deductions shall 
be treated as th e  gross income and de
ductions o f th e wife. For the purpose 
of th is  specia l rule, th e  term  “manage
m ent and control” m eans management 
and control in  fact, not th e  management 
and control im puted to the husband un
der th e com m unity property laws. For 
exam ple, a  w ife w ho operates a beauty 
parlor w ithout any appreciable collab
oration on th e  part of her husband will 
be considered as having substantially all 
of th e m anagem ent and control of such 
business despite the provision of any 
com m unity property law  vesting in the 
husband th e right of management and 
control o f com m unity property; and the 
incom e and deductions attributable to 
the operation o f such beauty parlor will 
be considered th e incom e and deductions 
o f  the wife.

(b) In  ca se  o f  a  p a r tn ersh ip . Even 
though  a portion o f a partner’s distribu
tive share o f  th e incom e or loss, described 
in  section  7 0 2 (a )(9 ) , from  a trade or 
business carried on  by a partnership is 
com m unity incom e or loss under the 
com m unity property law s applicable to 
such share, a ll o f such distributive share 
shall be included in  com puting the net 
earnings from  se lf - em ploym ent of such 
partner; no  part of such share shaH be 
taken  in to  account in  com puting the net 
earnings from  self-em ploym ent of the 
spouse o f such  partner. In  any case in 
w hich  both  spouses are members of the 
sam e partnership , th e  distributive share 
of th e  incom e or loss o f each spouse is  in
cluded in  com puting th e  net earnings 
from  self-em ploym ent o f th a t spouse.

§ 1 . 1 4 0 2 ( a ) —9  P u e r t o  R ic o .

(a) R e s id e n ts . A resident of Puerto 
Rico, w hether or n o t a bona f id e  resident 
thereof during th e  entire t a x a b l e  year, 
and w hether or n ot an  alien, a  c it iz e n  of 
th e U nited  States, or a citizen of Puerto 
Rico, shall com pute h is net earnings  
from  self-em ploym ent in  th e  s a m e  man- 
ner as would a c itizen  of the United 
S tates residing in  th e U nited States. 
See paragraph (d) of § 1.1402(b)-l for 
regulations relating to  n o n resid en t  
aliens. For th e purpose of the tax on 
self-em ploym ent incom e, the g r o s s  in
com e o f  such a  resident of P u e r t o  W*® 
also includes incom e from  P u e r t o  Rtean 
sources. T hus, under th is  s p e c ia l  ruto. 
incom e from  Puerto R ican  s o u r c e s  win 
be included in  determ in ing net earning* 
from  self-em ploym ent of a r e s id e n t  «  

Puerto R ico engaged in  th e  a c t iv e  cow* 
duct o f  a  trade or business in  Pu®-*® 
R ico despite th e  fa c t th a t, under section  

933, such  incom e m ay n ot be t a k e n  u »°
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account for purposes of th e  ta x  under  
section 1 or 3.

(b) N onresidents. A citizen  of Puerto  
Rico w h o  is also a  c itizen  o f th e  U nited  
States and who is  n o t a resident of 
Puerto Rico will com pute h is n e t  earn 
ings fr o m  self-em ploym ent in  th e sam e  
manner and subject to th e  sam e pro 
visions o f  law and regulations as other  
citizens o f  the U nited S tates.
!§ 1 .1 4 0 2 (a )—1 0  P e r s o n a l  e x e m p t io n  d e 

duction .

The deduction provided by section  151, 
relating to personal exem ptions, is  ex 
cluded.
§ 1 .1 4 0 2 (a )—1 1  M in is te r s  a n d  m e m b e r s  

o f r e lig io u s  o r d e r s .

(a) In gen eral. For each  taxable  
¡¡rear ending after 1954 in  w hich  a m in -  
fister or member o f a  religious order is  
engaged in  a trade or business, w ith in  

the meaning o f section  1402(c) and  
11.1402(c)-5 , w ith  respect to  service  
performed in  th e  exercise o f h is  m in is 
try or in the exercise o f duties required  
by such order, n e t  earnings from  se lf-  
employment from  such trade or business  
include the gross incom e derived during  
the taxable year from  any such  service, 
less the deductions attributable  to  such  
gross income. For each  taxab le year  
ending on or after  D ecem ber 31, 1957, 
such minister or m em ber o f a religious  
order shall com pute h is  n e t earnings  
from self-em ploym ent derived from  the  
performance of such service w ithout re 
gard to the exclusions from  gross in 
come provided by section  107 (relating  
to rental value of parsonages) and sec 
tion 119 (relating to m eals and  lodging  
furnished for th e convenience o f th e  
employer). T hus, a  m in ister w ho is  sub 
ject to self-em ploym ent ta x  w ith  respect 
to his services as a  m inister w ill include  
to the com putation of h is  n e t  earnings  
from self-em ploym ent for a taxab le  
year ending on or after  Decem ber 31, 
W57, the rental value o f a  hom e fu r 
bished to him  as rem uneration for serv-  
lc®s i performed in  th e  exercise o f h is  
Ministry or th e renta l a llow ance paid  
to him as rem uneration for such services
“respective of w hether such ren ta l value  
or rental allowance is excluded from  

joss income by section  107. Sim ilarly , 
toe value of any m eals or lodging fu r-  

to a m in ister or to  a m em ber of  
r religious order in  connection  w ith  serv-  
ce performed in  th e  exercise of h is  m in -  

or as a member o f such order w ill 
included in  the com putation  o f h is  

r®; earnings from  self-em ploym ent for  
year ending on or after  D e-  

* be.r 31, 1957, notw ithstand ing the  
r._ us ôn ° f  such value from  gross in -  
c°toe by section 119.
if a  ̂ n̂ ernP loy o f  A m erica n  em p lo yer .  

oriwmin*sber or m em ber o f a religious  
dP,^  Ken/ aged in  a trade or business  
escribed in  section 1402(c) and § 1.1402

anri'rJfra citizen of th e U nited  S tates  
a minirf 0rrns service, in  h is  capacity  as  
der or mem ber o f a religious or- 
Plovpr an employee o f an  Am erican em -  
the i’p’J m  d.efined in  section  3121(h) and  
of thi<Triu 10ns thereunder in  P art 31 
u ia t io l? \pter (E m ploym ent T ax R eg-  
empinvm * net earnings from  se lf-  
toployment derived from  such service

sh a ll be com puted as provided in  para 
graph (a) o f th is  section  but w ithout  
regard to  th e  exclusions from  gross in 
com e provided in  section  911, relating  
to  earned incom e from  sources w ithout  
th e  U nited  S tates, and section  931, re 
la tin g  to  incom e from  sources w ith in  

possessions o f th e  U nited  S ta tes. T hus, 
even though a ll th e  incom e of th e  m in 
ister or m em ber for service o f th e char 
acter to w hich  th is  paragraph is  appli 
cable w as derived from  sources w ithout  
th e  U nited  S tates, or from  sources w ith in  

possessions o f th e  U nited  S ta tes, and  
therefore m ay be excluded from  gross 
incom e, such incom e is  included in  com 
puting n e t earnings from  self-em p loy 
m ent.

(c) M in is te r  in  a  fo re ig n  c o u n try  
w h o se  co n g re g a tio n  is  co m p o sed  p r e 
d o m in a n tly  o f  c itiz e n s  o f  th e  U n ite d  
S ta te s — (1) T a x a b le  y e a rs  en d in g  a f te r  
1956. For any taxable year ending  
after  1956, a m in ister o f a  church, 
w ho is  engaged in  a  trade or business  
w ith in  th e  m eaning o f section  1402(c) 
and § 1 .1402(c)-5 , is  a  c itizen  o f th e  
U nited  S tates, is  perform ing service in  

th e  exercise of h is  m in istry in  a  foreign  
country, and h as a congregation  com 
posed predom inantly  o f U nited  S ta tes  
citizens, sh a ll com pute h is  n e t earnings  
from  self-em p loym en t derived from  h is  
services as a  m in ister for such  taxable  
year w ithout regard to  th e  exclusion  
from  gross incom e provided in  section  

911, relating  to earned incom e from  

sources w ithout th e U nited  S ta tes. For  
taxab le years ending on or a fter  D ecem 
ber 31, 1957, such m inister sh a ll also  
disregard sections 107 and 119 in  th e  
com putation  o f h is n e t earnings from  

self-em ploym ent. (See paragraph (a)  
of th is  section .) For purposes o f sec 
t ion  1402(a) (8) and th is  paragraph a  
“congregation  com posed predom inantly  
of citizens o f th e  U nited  S ta tes” m eans  
a congregation  th e  m ajority o f w hich  
throughout th e  greater portion  of its  
m in ister’s taxab le year were U nited  
S ta tes  citizens.

(2) E lec tio n  fo r  ta x a b le  y e a rs  e n d in g  
a f te r  1954 a n d  b e fo re  1957. (i) A m in 
ister  described in  subparagraph (1) o f  
th is  paragraph w ho, for a taxab le year  
ending after  1954 and before 1957, had  

incom e from  service described in  such  

subparagraph w hich  would have been  
included in  com puting n et earnings from  

self-em ploym ent if  such incom e had  been  
derived in  a  taxable year ending after  
1956 by an  indiv idual w ho had  filed a  
waiver certificate under section  1402(e), 
m ay elect to  have section  1402(a) (8) 
and subparagraph (1) of th is  paragraph  
apply to  h is  incom e from  such service  
for h is  taxable years ending after 1954 
and before 1957. I f  such m in ister filed a  
w aiver certificate prior to  A ugust 1,1956, 
in  accordance w ith  § 1.1402(e) ( l ' ) - l ,  or 
he files such a  waiver certificate on or be 
fore th e due date o f h is return (including  
any extensions thereof) for h is  la st ta x a 
ble year ending before 1957, h e  m ust  
m ake such election  on  or before th e  due  
date of h is  return (including any ex 
tensions thereof) for such  taxable year  
or before April 16, 1957, w hichever is  
th e  later. I f  th e  waiver certificate is  
n o t so  filed, th e  m in ister m ust m ake h is

election  on or before th e due date o f th e  
return (including any extensions there 
o f) for h is  first taxable year ending after  
1956. N otw ithstanding th e  expiration  o f  
th e  period prescribed by section  1402
(e) (2) for filing such  w aiver, th e  m in 
ister m ay file a  w aiver certificate a t th e  
tim e h e  m akes th e  election . In  n o  event  
shall an  e lection  be valid  un less th e  m in 
ister files prior to  or a t th e  tim e o f th e  
election  a w aiver certificate in  accord 
ance w ith  § 1.1402(e) ( l ) - l .

(ii) T he election  shall be m ade by  
filing w ith  th e  d istrict director o f in 
ternal revenue w ith  w hom  th e  w aiver  
certificate, Form  2031, is  filed a w ritten  

sta tem en t ind icating th a t, by reason o f  
th e Socia l Security  A m endm ents o f 1956, 
th e  m in ister desires to  have th e  Federal 
old-age, survivors, and  disability  in sur 
ance system  established by title  II  o f th e  
Socia l Security  A ct extended to  h is  serv 
ices perform ed in  a foreign  country as a  
m inister o f a  congregation  com posed  
predom inantly  o f U nited  S ta tes citizens  
beginning w ith  th e  first taxable year  
ending after  1954 and prior to  1957 for  
w hich  h e  had  incom e from  such  services. 
T he sta tem en t sh a ll be dated  and signed  
by th e  m in ister and shall clearly  sta te  
th a t  it  is  an  election  for retroactive se lf-  
em ploym ent ta x  coverage under th e  S e lf-  
E m ploym ent C ontributions A ct o f 1954. 
In  addition, th e sta tem en t sh a ll include  
th e follow ing in form ation:

(a ) T he nam e and address o f th e  
m inister.

(b) H is socia l security account num 
ber, if  he has one.

(c) T h at he is  a  duly ordained, com 
m issioned, or licensed m in ister of a  
church.

(d )  T h at he is a citizen  o f th e U nited  
States.

(e) T h at he is  perform ing services in  

th e exercise of h is m in istry  in  a foreign  

country.
( /)  T h at h is congregation is com posed  

predom inantly  of c itizens o f th e U nited  
States.

(flO(I) T hat he h as filed a w aiver cer 
tificate and, if  so, w here and under w hat  
circum stances th e  certificate w as filed  
and th e taxable year for w h ich  i t  is  e f 
fective; or (2) T h at h e  is filing a  w aiver  
certificate w ith  h is  election  for retro 
active coverage and, i f  so, th e  taxable  
year for w hich  it  is  effective.

(.h) T h at h e h as or h as n o t filed in 
com e tax  returns for h is  taxab le years  
ending after  1954 and before 1957. I f  he  
h a s filed such  returns, he sh a ll s ta te  th e  
years for w hich  th ey  were filed and  
ind icate th e d istrict director o f in ternal 
revenue w ith  w hom  th ey  were filed.

(iii) N otw ithstanding section  1402(e)
(3 ) , a  waiver certificate filed pursuant to  
§ 1.1402(e) (1 )—1 by a  m in ister m aking an  
election  under th is  paragraph shall be 
effective (regardless o f w hen such  cer 
tificate is filed) for such  m in ister’s first  
taxable year ending after  1954 in  w hich  

h e had  incom e from  service described in  

subparagraph (1) of th is  paragraph or 
for th e  taxable year o f th e m in ister pre 
scribed by section  1 4 0 2 (e )(3 ) , if  such  
taxable year is earlier, and for all su c 
ceed ing taxable years.

(iv) No in terest or penalty  sha ll be 
assessed or collected for fa ilure to  file
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a  return w ith in  th e tim e prescribed by  
law  if  such failure arises solely  by reason  
of an election  m ade by a m in ister pur 
suant to  th is  paragraph or for any u n 
derpaym ent o f self-em ploym ent incom e  
tax  arising solely  by reason o f such e lec 
tion , for th e  period ending w ith  th e date  
such m inister m akes an election  pur 
suant to  th is  paragraph.

(d) T r e a tm e n t o f  c e r ta in  r e m u n e ra 
t io n  p a id  in  1955 a n d  1956 as w ages. For  
treatm ent o f rem uneration paid to  an  
individual for service described in  sec 
tion  3 1 2 1 (b )(8 )(A ) w hich  w as errone 
ously treated  by th e organization  
em ploying h im  as em ploym ent w ith in  

th e  m eaning of chapter 21 o f th e  In ter 
na l R evenue Code, see § 1.1402(e) (4 )-1 .

§ 1 . 1 4 0 2 ( a ) —1 2  P o s s e s s io n  o f  t h e  U n it e d  

S ta te s .

For purposes o f th e  tax  on se lf-em 
p loym ent incom e, th e term  “possession  
of th e U nited  S ta tes”, as used in  section  

931 (relating  to  incom e from  sources  
w ith in  possessions o f th e U nited  S ta tes)  
and section  932 (relating to  citizens of  
possessions o f the U nited S ta tes) sha ll 
be deem ed n ot to  include th e  V irgin  
Islands, Guam , or Am erican Sam oa. 
T he provisions o f section  1402(a) (9) and  
o f th is  section  in sofar as th ey  involve  
nonapplication  o f sections 931 and 932 to  
G uam  or Am erican Sam oa, shall apply  
only  in  the case of taxable years begin 
n in g  a fter  1960.

§  1 . 1 4 0 2 ( a ) —1 3  I n c o m e  f r o m  a g r ic u l 
t u r a l  a c t iv ity .

(a) A g ric u ltu ra l tr a d e  o r  bu sin ess .
(1) An agricultural trade or business is  
one in  w hich, if  th e  trade or business  
were carried on exclusively  by em ployees, 
th e  m ajor portion of th e  services would  
constitu te agricultural labor as defined  
in  section  3121(g) and th e  regulations  
thereunder in  P art 31 o f th is  chapter  
(E m ploym ent T ax R eg u la tio n s). In  

case  th e services are in  part agricultural 
and in  part nonagricultural, th e  tim e de 
voted to  th e perform ance o f each type of 
service is th e  te st to  be used to determ ine  
w hether th e  m ajor portion  of th e  serv 
ices would constitu te  agricultural labor. 
I f  m ore th an  h a lf  o f th e  tim e spent in  

perform ing all th e  services is  sp en t in  

perform ing services w hich  would con 
stitu te  agricultural labor under section  

31 2 1 (g ), th e  trade or  business is  agricul
tural. I f  only  h a lf, or less, o f th e  tim e  
spent in  perform ing a ll th e  services is  
spent in  perform ing services w hich  would  
constitu te  agricultural labor under sec 
tion  3 1 2 1 (g ), the trade or business is  n ot  
agricultural. In  every case th e tim e  
spent in  perform ing th e services w ill be 
com puted by adding th e  tim e spent in  

th e  trade or business during th e taxable  
year by every individual (including th e  
individual carrying on  such trade or 
business and th e  m em bers o f h is  fam ily)  
in  perform ing such services. T he opera 
tion  o f th is  specia l rule is  not affected by  
section  3 1 2 1 (c ), relating to  th e  included-  
excluded rule for determ in ing em ploy 
m ent.

(2) T he rules prescribed in  subpara 
graph (1) o f th is  paragraph have no  
application  where th e  nonagricultural 
services are perform ed in  connection

w ith  an  enterprise w h ich  constitu tes a  
trade or business separate and d istinct  
from  th e  trade or business conducted  
as an agricultural enterprise. T hus, th e  
operation o f a roadside autom obile serv 
ice sta tion  on farm  prem ises constitutes  
a trade or business separate and d istinct  
from  th e agricultural enterprise, and th e  
gross incom e derived from  such service  
station , less th e  deductions attributable  
thereto, is  to be taken  in to  account in  

determ in ing n et earnings from  se lf-em 
ploym ent.

(b) F a rm  o p e ra to r ’s in co m e fo r  ta x 
a b le  y e a rs  en d in g  b e fo re  1955. Incom e  
derived in  a  taxable year ending before  
1955 from  any agricultural trade or busi
ness (see paragraph (a) o f th is  se c t io n ) , 
and all deductions attributable to such  
incom e, are excluded in  com puting n et  
earnings from  self-em ploym ent.

(c) F a rm  o p e ra to r ’s in co m e  fo r  ta x 
a b le  y e a rs  en d in g  a f te r  1954. Incom e  
derived in  a taxable year ending after  
1954 from  an agricultural trade or busi 
ness (see paragraph (a ) of th is  section) 
is  includib le in  com puting n et earnings  
from  self-em ploym ent. Incom e derived  
from  a n  agricultural trade or business  
includes incom e derived by an  individual 
under an  agreem ent entered in to  by such  
individual w ith  another person pursuant 
to  w hich  such  individual undertakes to  
produce agricultural or horticultural 
com m odities (including livestock, bees, 
poultry, and fur-bearing anim als and  
w ildlife) on lan d  owned or leased by  
such  other person and  pursuant to  w hich  

th e  agricultural or horticultural com 
m odities produced by such individual, or 
th e  proceeds therefrom , are to  be divided  
betw een such individual and such other  
person, and th e  am ount o f such in d i 
v idual’s share depends on  th e  am ount of  
th e  agricultural or horticultural com 
m odities produced. However, except as  
provided in  paragraph (d) o f th is  section , 
relating  to  arrangem ents involv ing m a 
teria l participation , th e incom e derived  
under such  an  agreem ent by th e  owner  
or lessee of th e land is n ot includible  
in  com puting n e t  earnings from  se lf-  
em ploym ent. See § 1.1402 (a ) -4 . For  
options relating  to  th e  com putation  of  
n et earnings from  self-em ploym ent, see  
§§ 1 .1402(a)—14 and 1 .1402(a)-15 .

( d )  In c lu d ib le  fa r m  r e n ta l  in co m e  fo r  
ta x a b le  y e a rs  e lid in g  a f te r  1955. For  
taxable years ending after  1955, incom e  
derived from  an  agricultural trade or 
business (see paragraph (a) of th is  sec 
tion) includes also incom e derived by  
th e  owner or ten a n t of land  under an  
arrangem ent betw een such owner or 
ten an t and another person, i f  such ar 
rangem ent provides th a t  such other  
person sha ll produce agricultural or  
horticultural com m odities (including  
livestock, bees, poultry, and fur-bearing  
anim als and w ild life) on such land, and  
th a t there shall be m aterial participation  

by th e  owner or ten an t in  th e production  
or th e  m anagem ent of th e  production of  
such agricultural or horticultural com 
m odities, and if  there is  m aterial par 
tic ipation  by th e  owner or ten an t w ith  

respect to  any su ch  agricultural or horti 
cu ltural com m odity. See paragraph (b) 
of § 1.1402 (a ) -4 . For options relating to  
th e  com putation  of n e t earnings from

self-em ploym ent, see §§ 1.1402(a)-H 

and 1 .1402(a)-15.
(e) In co m e  fro m  se rv ice  performed 

a f te r  1956 as a  c rew  leader. Income 
derived by a crew leader (see section 
3121(o) and th e  regulations thereunder  
in  P art 31 of th is  chapter (E m ploym en t  
T ax R egu la tion s)) from  s e r v ic e  per
form ed after  1956 in  furnishing indi
viduals to perform  agricultural labor for 
another person and from  s e r v ic e  per
form ed after 1956 in  agricultural labor as 
a m em ber of th e crew is  c o n s id e r e d  to 
be incom e derived from  a trade or busi
ness for purposes of § 1.1402(c)-! 
W hether such  trade or business is an 
agricultural trade or business sh a ll be 
determ ined by applying the ru les set 
forth  in  th is section .

§  1 . 1 4 0 2 ( a ) —1 4  O p t i o n s  available to 
f a r m e r s  in  c o m p u t in g  n e t  earning» 
f r o m  s e l f - e m p lo y m e n t  fo r  taxable 
y e a r s  e n d in g  a f t e r  1 9 5 4  and  before 
D e c e m b e r  3 1 ,  1 9 5 6 .

(a) C o m p u ta tio n  o f  n e t earnings. In 
th e case o f any trade or b u s i n e s s  which 
is  carried o n  by an  individual w ho re
ports h is  incom e on th e c a s h  receipts 
and disbursem ents m ethod, and in which, 
if  it  were carried on exclusively by em
ployees, the m ajor portion o f the services 
would constitu te agricultural labor as 
defined in  section  3121(g) ( s e e  para
graph (a ) of § 1.1402 (a ) -1 3 ) ,  n e t  earn
ings from  self-em ploym ent m a y ,  for a 
taxable  year ending after  1954, at the 
option o f th e taxpayer, be c o m p u te d  as 
fo llow s:

(1) G ro ss  in c o m e  $1,800 or less. If 
th e gross incom e, com puted as provided 
in  paragraph (b) o f th is  section, from 
such trade or business is $1,800 or less, 
th e taxpayer m ay, at h is  option, trea t as 
n et earnings from  self-em ploym ent from 
such trade or business an  amount equal 
to  50 percent o f such gross incom e. If 
the taxpayer so  elects, th e  amount equal 
to  50 percent o f such gross income shall 
be used in  com puting h is self-em ploy 
m en t incom e in  lieu  o f h is a c tu a l net 
earnings from  such  trade or business, if 
any.

(2) G ro ss  in co m e in  excess  of $ 1 0 -  
I f  th e  gross incom e, com puted as pro
vided in  paragraph (b) of this section, 
from  such trade or business is more than 
$1,800, and th e  actual net earnings from 
self-em ploym ent from  such trade or 
business are less th an  $900, the taxpayer  
m ay, a t h is option, treat $900 as net earn
ings from  self-em ploym ent. I f the tax
payer so elects, $900 sh a ll be used ® 
com puting h is self-em ploym ent income 
in  lieu  o f h is  actual n e t earnings fro® 
such  trade or business, if  any. However, 
if  th e  taxpayer’s actual n et earning5 
from  such trade or business, as com
puted in  accordance w ith  §§ 1.1402(a)-1 
through 1.1402 (a ) -3  are $900 or mofo 
such actual n et earnings shall be used ® 
com puting h is self-em ploym ent income-

(b) C o m p u ta tio n  o f  gross incomê  
For purposes o f paragraph (a) °f “r  i 
section , gross incom e shall c o n s is t  of tn® 
gross receipts from  such  trade or business 
reduced by th e cost or other basis m; 
property w hich  w as purchased and s o j  
in  carrying on such trade or b u s in g  
adjusted (after such reduction) i f i s j  
cordance w ith  th e provisions of § i
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(a )- 3 , r e la t in g  to incom e and deductions  
not in c lu d e d  in  com puting n e t earnings  
from self-employment.

(c) Two or m o re  a g r ic u ltu ra l a c t iv i 
ties. If an individual is engaged in  more 
than one agricultural trade or business  
within the m eaning of paragraph (a) of  
§ 1.1402 (a )-13 (for exam ple, th e  busi
ness of ordinary farm ing and th e busi
ness of cotton g in n in g ), th e  grpss incom e  
derived from each agricultural trade or 
business shall be aggregated for purposes 
of the optional m ethod provided in  para 
graph (a) of th is section  for com puting  
net earnings from self-em ploym ent.

(d)  ' E xam ples. A pplication o f the  
regulations prescribed in  paragraphs (a) 
and (b) of th is section  m ay be illustrated  
by the following exam ples:

Example (1) .  P , a farm er, u ses th e  cash  

receipts and disbursem ents m eth od  o f a c 
counting in  m aking h is  in com e tax  returns. 
F's books and records show  th a t  durin g th e  
calendar year 1955 h e  received  $1,200 from  

the sale of produce raised on  th e  farm , $200 
from the saie o f livestock  raised  on  th e  farm  

and not held for breeding or dairy purposes, 
and $600 from th e  sale o f a tractor. T he  
income from th e  sale o f th e  tractor is  o f a 
type which is  excluded from  n e t earnings  
from self-em ploym ent by section  1402(a). 
F’s actual n et earnings from  se lf-em p loy 
ment, computed in  accordance w ith  th e  pro 
visions of §§ 1.1402 ( a ) -1  through  1 .1402(a)-3 , 
are $450. P  m ay report $450 as h is  n e t  earn 
ings from self-em ploym ent or he m ay e lec t  
to report $700 (o n e-h a lf o f $1 ,400).

Example (2 ) . C, a cattlem an , uses th e  
cash receipts and d isbursem ents m ethod  o f  
accounting in  m aking h is  incom e ta x  re 
turns. C had actua l n e t earnings from  se lf-  
employment, com puted in  accordance w ith  

the provisions o f §§ 1.1402(a)—1 through  

1.1402(a)-3, of $725. H is gross receipts were 
$1,000 from th e  sale o f produce raised  on  

the farm and $1,200 from  th e  sale o f feeder  
cattle, which C bought for $500. T he in 
come from th e  sale o f th e  feeder ca ttle  is  
of a type w hich is included  in  com puting  
het earnings from  se lf-em p loym en t. There 
fore, C may report $725 as h is  n e t earnings  
from self-em ploym ent or h e  m ay e lec t to  
report $850, o n e-h a lf o f $1,700 ($2,200 m in u s  
$500).

Example (3 ) . R, a rancher, has gross in 
come of $3,000 from  th e  operation  o f h is  
iM6*1, comPu êd 85 provided in  paragraph  
jo) of this section: His actu a l n e t earn in gs  
rom self-em ploym ent from  farm ing a ctiv i-  
jes are less th an  $900. R, nevertheless, m ay  

elect to report $900 as n e t  earnings from  

«-employment from  su ch  trade or b u si-  
i f  r  had actual n e t  earn in gs from  

if-employment from  h is  farm ing activ i-  
es in the am ount of $900 or more, h e  w ould  

required to report su ch  am ou n t in  com 
puting his self-em ploym ent incom e.

(e) M embers o f fa r m  p a r tn e rsh ip s ,  

er £p*,ional m ethod provided by para- 
e aph (a) of th is section  for com puting  
- ; earmngs from  self-em ploym ent is  

available to a m em ber of a  p art-  
¡T ship with respect to h is distributive  

of the incom e or loss from  any  
or business carried on by any part-  

snip of which he is a member.

1.1402(a)—I S  O p t io n s  a v a i la b le  to  

arm ers in  c o m p u t in g  n e t  e a r n in g s  
°m  s e l f - e m p lo y m e n t  f o r  t a x a b le  

l i a ,iA in ^ n S  o n  o r  a f t e r  D e c e m b e r
1956.

theaonC°W2Wiia^  n e t  ea rn in g s. In  

Is carrion^ any r̂a<̂ e or business w hich  
^  on by an indiv idual or by a

partnership  and in  w hich, if  such trade  
or business were carried on exclusively  
by em ployees, th e  m ajor portion o f the  
services would constitu te agricultural 
labor as defined in  section  3121(g) (see  
paragraph (a) o f § 1.1402 (a ) -1 3 ) ,  n e t  
earnings from  self-em ploym ent m ay, for  
a taxable year ending on or after  D e 
cem ber 31, 1956, a t th e  option  o f the  
taxpayer, be com puted as follows:

(1) In  case  o f  a n  in d iv id u a l— (i)  
G ro ss in co m e $1,800 or less. I f  th e  gross  
incom e, com puted as provided in  para 
graph (b) o f th is  section , from  such  
trade or business is  $1,800 or less, th e  
taxpayer m ay, a t h is  option, treat as 
n et earnings from  self-em ploym ent from  

such trade or business an  am ount equal 
to  66% percent of such gross incom e. 
I f  th e  taxpayer so  elects, th e  am ount  
equal to  66% percent o f such gross in 
com e sh a ll be used in  com puting h is se lf-  
em ploym ent incom e in  lieu of h is  actual 
n et earnings from  such trade or busi 
ness, if  any.

(ii) G ro ss  in co m e  in  ex cess  o f  $1,800. 
I f  th e  gross incom e, com puted as pro 
vided in  paragraph (b) o f th is  section , 
irom  such trade or business is  m ore th an  

$1,800, and th e  n et earnings from  se lf-  
em ploym ent from  such  trade o r  business  
(com puted w ithout regard to  th is  sec 
tion ) are less th an  $1,200, th e  taxpayer  
m ay, a t h is  option, treat $1,200 as n et  
earnings from  self-em ploym ent. I f  the  
taxpayer so elects, $1,200 shall be used in  

com puting h is se lf-em ploym ent incom e  
in  lieu  of h is  actua l n e t earnings from  

such trade or business, if  any. However, 
i f  th e  taxpayer’s  actual n e t earnings  
from  such trade or business, as com puted  
in  accordance w ith  th e  applicable pro 
v isions o f  §§ 1.1402(a ) -1  to  1 .1 4 0 2 (a )-  
13, inclusive, are $1,200 or more, such  ac 
tua l n e t earnings sh a ll be used in  

com puting h is se lf-em ploym ent incom e.
(2) In  ca se  o f  a  m e m b e r  o f  a  p a r tn e r 

sh ip — (i) D is tr ib u tiv e  sh a re  o f  g ro ss  in 
co m e  $1,800 o r  less. I f  a taxpayer’s  d is 
tributive share of th e  gross incom e of a  
partnership  (as such  gross incom e is  
com puted under th e  provisions o f para 
graph (b) o f th is  section) derived from  

such  trade or business (after such gross  
incom e h as been reduced by th e sum  of 
all paym ents to  w h ich  section  707(c) ap 
p lies) is  $1,800 or less, th e  taxpayer m ay, 
a t h is  option, trea t as h is distributive  
share o f incom e described in  section  

702(a) (9) derived from  such  trade or  
business an  am ount equal to  66% percent  
o f h is distributive share o f such  gross  
incom e (after such gross incom e h as  
been reduced by th e sum  of all paym ents  
to  w hich  section  707(c) a p p lies). I f th e  
taxpayer so elects, th e  am ount equal to  
66% percent of h is  distributive share of 
such gross incom e sh a ll be used by him  in  

th e  com putation  o f h is  n e t earnings  
from  self-em ploym ent in  lieu o f th e ac 
tua l am ount of h is  distributive share of  
incom e described in  section  702(a) (9) 
from  such trade or business, if  any.

(ii) D is tr ib u tiv e  sh a re  o f  g ro ss  in co m e  

in  ex cess  o f  $1,800. I f  a  taxpayer’s dis 
tributive share o f th e gross incom e of th e  
partnership  (as such  gross incom e is  
com puted under th e  provisions o f para 
graph (b) o f th is  section ) derived from  

such trade or business (a fter  such gross

incom e h as been reduced by th e sum  of 
a ll paym ents to w h ich  section  707(c) ap 
p lies) is  more th a n  $1,800 and th e actual 
am ount o f h is  d istributive share  
(w hether or n ot d istributed) of incom e  
described in  section  7 0 2 (a )(9 ) derived  
from  such  trade or business (com puted  
w ithout regard to  th is  section) is  less  
th a n  $1,200, th e taxpayer m ay, a t h is  
option, treat $1,200 as h is  distributive  
share o f incom e described in  section  

702(a) (9) derived from  such  trade or 
business. I f  th e  taxpayer so  elects, $1,200 
sh a ll be used by h im  in  th e  com putation  

of h is n et earnings from  self-em ploym ent  
in  lieu o f th e  actual am ount of h is  d is 
tributive share o f incom e described in  

section  7 0 2 (a )(9 ) from  such  trade or 
business, if  any. However, if  th e  actual 
am ount o f th e  taxpayer’s distributive  
share o f incom e described in  section  702
(a) (9) from  such trade or business, as  
com puted in  accordance w ith  th e ap 
p licable  provisions o f §§ 1.1402 (a ) -1  to
1.1402 (a ) -13 , inclusive, is  $1,200 or more, 
such  actual am ount o f th e taxpayer’s  
distributive share shall be used in  com 
puting h is  n e t earnings from  se lf-  
em ploym ent.

(iii) C ro ss  re fe ren ce . For a  specia l 
rule in  th e  case of certain  deceased part 
ners, see paragraph (c) o f § 1.1402( f ) —1.

(b) C o m p u ta tio n  o f  g ro ss  in co m e. 
For purposes o f th is  section  gross incom e  
h as th e  follow ing m eanings :

(1) In  th e  case o f any such trade or 
business in  w hich  th e incom e is  com 
puted under a  cash  receipts and d is 
bursem ents m ethod, th e  gross receip ts  
from  such  trade or business reduced by  
th e  cost or other basis o f property w hich  
w as purchased and  sold in  carrying on  

such trade or business (see paragraphs
(a) and  (c ) ,  o ther th a n  paragraph (a) 
(5 ) , o f § 1 .6 1 -4 ), adjusted (after such  
reduction) in  accordance w ith  th e ap 
p licable  provisions of §§ 1.1402 (a ) -3  to  
1.1402( a ) -1 3 , inclusive.

(2) In  th e case of any such trade or 
business in  w hich  th e  incom e is com 
puted under an  accrual m ethod (see par 
agraphs (b) and (c ) , o ther th an  para 
graph ( b ) (5 ) ,  o f § 1 .6 1 -4 ) , th e  gross 
incom e from  such trade or business, 
adjusted  in  accordance w ith  th e  appli 
cable  provisions o f §§ 1.1402 (a ) -3  to
1.1402 (a ) -13 , inclusive.

(c) T w o  o r  m o re  a g r ic u ltu ra l a c t iv i 
t ie s . I f  an  indiv idual (including a m em 
ber o f a  partnership) derives gross in 
com e (as defined in  paragraph (b) of  
th is  section) from  m ore th an  one agri 
cultural trade or business, such gross 
incom e (including h is distributive share  
o f th e gross incom e o f any partnership  

derived from  any such trade or busi 
ness) shall be deem ed to  have been de 
rived from  one trade or business. Thus, 
such an  individual sh a ll aggregate h is  
gross incom e derived from  each agri 
cultural trade or business carried on by 
him  (w hich  includes, under paragraph
(b) o f § 1 .1402(a)-1 , any guaranteed  
paym ent, w ith in  the m eaning o f sec 
tion  7 0 7 (c), received by him  from  a  
farm  partnership  o f w hich  h e is a m em 
ber) and  h is distributive share o f part 
nership  gross incom e (after such gross 
incom e h as been reduced by any guar 
anteed  paym ent w ith in  th e m eaning of  
section  7 0 7 (c )) derived from  each farm
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partnership  o f w hich  h e is  a member. 
Such  gross incom e is  th e  am ount to  be  
considered for purposes o f th e optional 
m ethod  provided in  th is  section  for com 
puting n e t earnings from  self-em ploy 
m ent. I f th e  aggregate gross incom e of  
an  individual includes incom e derived  
from  an  agricultural trade or business  
carried on by h im  and a distributive  
share o f partnership  incom e derived  
from  an  agricultural trade or business  
carried on by a partnership  o f w hich  
h e  is  a m em ber, such aggregate gross  
incom e shall be treated  as incom e d e 
rived from  a single trade or business  
carried on by him , and such individual 
sh a ll apply th e  optional m ethod ap 
plicable to  individuals se t forth  in  para 
graph (a ) (1) o f th is  section  for purposes 
o f com puting h is  n et earnings from  se lf-  
em ploym ent.

(d) E x a m p les , T he application  of  
th is  section  m ay be illustrated  by the  
fo llow ing exam ples :

E x a m p le  ( 1 ) .  F  is  engaged in  th e  b u si 
n ess o f farm ing and com putes h is  in com e  
under th e  cash  receipts and  d isbursem ents  
m ethod. He flies h is  incom e tax  returns on  
th e  basis o f th e  calendar year. D uring th e  
year 1956, P ’s gross incom e from  th e  b usiness  
o f farm ing (com puted  in  accordance w ith  

paragraph (b ) (1 ) o f th is  section ) is  $1,725. 
H is actu a l n e t  earnin gs from  se lf-em p loy 
m en t derived from  su ch  b usiness are $650. 
As h is  n e t earnings from  se lf-em p loym en t, P  

m ay report $650 or, by th e  op tion a l com pu 
ta tio n  m ethod , h e  m ay report $1,150 (66%  

p ercent o f $1 ,725).
E x a m p le  ( 2 ) .  G is  engaged  in  th e  b u siness  

of farm ing and com putes h is  incom e under  
th e  accrual m ethod . H is incom e tax  re 
tu rn s are filed  on  th e  calendar year basis. 
Por th e  year 1957, G ’s gross incom e from  th e  
operation  o f h is  farm  (com puted  in* accord 
ance w ith  paragraph (b ) (2) o f th is  section )  
is  $2,500. He has actu a l n e t  earnin gs from  

se lf-em p loym en t derived from  su ch  farm  in  

th e  a m ou n t o f $950. As h is  n e t  earn in gs  
from  se lf-em p loym en t derived  from  h is  farm , 
G m ay report h is  actua l n e t earnings o f $950, 
or by th e  op tion al m eth od  h e  m ay report 
$1,200. I f  G ’s actu a l n e t  earn in gs from  se lf-  
em ploym ent from  h is  farm ing  a ctiv ities  for  
1957 were in  an  a m ou n t o f $1,200 or m ore, 
h e w ould  be required to  report su ch  am ou n t  
in  com p u tin g  h is  se lf  - em ploym ent incom e.

E x a m p le  ( 3 ) .  M, w ho files h is  incom e  
tax  returns o n  a calendar year basis, is  one  
of th e  th ree  partners o f th e  XYZ Company, 
a  partnership , engaged in  th e  bu sin ess o f  
farm ing. T he taxable year o f th e  partner 
sh ip  is th e  calendar year, and  it s  incom e is  
com puted  under th e  cash  receipts and d is 
bursem ents m ethod . For M’s services in  

con n ection  w ith  th e  p lan tin g , cu ltivatin g , 
and harvestin g o f th e  crops during th e  year 
1958, th e  partnership  agrees to  pay h im  

$500, th e  fu ll am ount o f  w h ich  is determ ined  
w ith o u t regard to  th e  in com e o f th e  part 
nersh ip  and  co n stitu tes a  guaranteed pay 
m en t w ith in  th e  m eaning o f section  7 0 7 (c ).  
T his guaranteed paym ent to  M is  th e  only  
su ch  paym ent m ade during su ch  year. T he  
gross incom e derived from  th e  business for  
th e  year 1958, com puted  in  accordance w ith  

paragraph (b ) (1 )  o f th is  section  and after  
being  reduced by th e  guaranteed  paym ent  
of $500 m ade to  M, is  $3,000. O ne-th ird  o f  
th e  $3,000 ($1,000), is  M ’s  d istrib u tive share  
o f su ch  gross incom e. Under paragraph (c)  
o f th is  section , th e  guaranteed  paym ent  
($500) received by M and h is d istributive  
sh are o f th e  partnersh ip  gross incom e  
($1,000) are deem ed to  have been  derived  
from  on e trade or business, and su ch  

am ou n ts m u st be aggregated  for purposes

o f th e  op tion al m ethod  o f com puting n et  
earnings from  se lf-em p loym en t. S ince M’s 
com bined  gross incom e from  h is  tw o  agri 
cu ltu ra l businesses ($1,000 and $500) is n o t  
m ore th a n  $1,800 and since such  in com e is  
deem ed to  be derived from  one trade or 
business, M’s n e t  earn in gs from  se lf-em p loy 
m en t derived from  su ch  farm ing business  
m ay, a t h is op tion , be deem ed to  be $1,000 
(66% p ercent o f $1,500).

E x a m p le  ( 4 ) .  A is  one o f th e  tw o partners  
o f  th e  AB partnership  w h ich  is  engaged  in  

th e  b u siness o f  farm in g. T he taxable year 
of th e  partnership  is  th e  calendar year and  
it s  incom e is com puted under th e  accrual 
m ethod. A files h is  incom e tax  returns o n  

th e  calendar year basis. T he partnership  
agreem ent provides for an  equal sharing in  

th e  profits and losses o f  th e  partnership  by 
th e  tw o partners. A is an  experienced  farm er  
and for h is services as m anager o f  th e  part
n ersh ip ’s  farm  a ctiv ities  during th e  year 
1959, h e  receives $3,000 w h ich  am ount con 
s t itu te s  a guaranteed  p aym en t w ith in  th e  
m ean in g  o f section  7 0 7 (c ) . T he gross in 
com e o f  th e  partnersh ip  derived from  such  

business for th e  year 1959, com puted  in  ac 
cordance w ith  paragraph (b ) (2) o f th is  sec 
t io n  and after being reduced by th e  guar 
anteed  paym ent m ade to  A, is  $6,600. A’s  
distrib u tive share o f su ch  gross incom e is  
$3,300, and h is  d istrib u tive share o f in com e  
described  in  section  7 0 2 (a )(9 )  derived from  

th e  partnersh ip’s bu sin ess is  $1,100. Under  
paragraph (c) o f th is  section , th e  guar 
an teed  paym ent received by A and h is  d is 
tr ib u tive share o f th e  partnersh ip  gross in 
com e are deem ed to  have been  derived from  

on e  trade or business, and su ch  am ounts  
m u st be aggregated for purposes o f th e  
op tion a l m ethod  of com p u tin g  h is  n e t  earn 
in gs from  self-em p loym en t. S in ce  th e  ag 
gregate o f  A’s guaranteed  paym ent ($3,000) 
and h is  d istr ib u tive  share o f  partnership  

gross incom e ($3,300) is m ore th a n  $1,800 
and sin ce  th e  aggregate o f  A’s  guaranteed  
p aym en t ($3,000) and h is  d istrib u tive share  
($1,100) o f partnership  incom e described in  

section  702(a) (9) is  n o t less th a n  $1,200, th e  
op tion a l m ethod  o f  com p u tin g  n e t earn in gs  
from  se lf-em p loym en t is  n o t availab le  to  A.

E x a m p le  (5 ) . P  is  a  m em ber of th e  EPG  

partnersh ip  w h ich  is engaged  in  th e  bu sin ess  
o f farm in g. F  files h is incom e tax  returns on  

th e  calendar year basis. T he taxable year  
o f th e  partnersh ip  is  th e  calendar year, and  
it s  Incom e is com puted  under a cash  re 
ce ip ts and  disbursem ents m ethod . U nder  
th e  partnership  agreem ent th e  partners are  
to  share equally  th e  profits or losses o f th e  
business. T he gross incom e derived from  th e  
partnership  business for th e  year 1959, com 
p u ted  in  accordance w ith  paragraph (b ) (1) 
of th is  section  is $5,700. P ’s share o f such  

gross incom e is $1,900. D ue to  drought and  
an ep id em ic am ong th e  livestock , th e  part 
n ersh ip  su sta in s a n e t loss o f $6,000 for th e  
year 1959 o f w h ich  loss P ’s share is  $2,000. 
Sin ce  P ’s d istr ib u tive  share o f gross in com e  
derived  from  su ch  b usiness is  in  excess o f  
$1,800 and since P  does n o t receive in com e  
described  in  section  702(a) (9 ) o f $1,200 or 
more from  su ch  business, h e  m ay, a t h is  
option , be deem ed to  have received $1,200 as 
h is  d istrib u tive share of incom e described in  

section  7 0 2 (a )(9 ) from  su ch  business.

§ 1 . 1 4 0 2 ( a ) —1 6  E x e r c is e  o f  o p t io n .

A taxpayer shall, for each  taxable year  
w ith  respect to  w hich  h e  is  eligible to  
use th e  optional m ethod described in  

§ 1 .1402(a)-14  or § 1 .1402(a)-15 , m ake a  
determ ination  as to  w hether h is  n et  
earnings from  self - em ploym ent are to  
be com puted in  accordance w ith  such  

m ethod. I f  th e taxpayer elects th e op 
tion a l m ethod for a taxable  year, h e  
sh a ll sign ify  such election  by com puting  
n et earnings from  self-em ploym ent u n 

der th e optional m ethod as set forth in 
Schedule P  (Form  1040) of the income 
tax  return filed by th e taxpayer for such 
taxable year. I f th e  optional method is 
n ot elected  a t th e  tim e o f the filing of 
th e  return for a taxable year with re
spect to w hich  th e  taxpayer is eligible 
to  elect such optional method, such 
m ethod m ay be elected  on an amended 
return (or on such other form as may 
be prescribed for such use) filed within 
th e period prescribed by section 6501 and 
th e  regulations thereunder for the as
sessm ent of th e tax  for such taxable 
year. I f the optional m ethod is elected 
on  a  return for a taxable year, the tax
payer m ay revoke such election by filing 
a n  am ended return (or such other form 
as m ay be prescribed for such use) for 
th e  taxable  year w ith in  th e  period pre
scribed by section  6501 and the regula
tions thereunder for th e  assessment of 
th e  ta x  for such taxable year. If the 
taxpayer is  deceased or unable to make 
an  election, th e person designated in sec
tion  6012(b) and th e  regulations there
under m ay, w ith in  th e  period prescribed 
in  th is  section  elect th e optional method 
for any taxab le year w ith  respect to 
w hich th e  taxpayer is  eligible to use the 
optional m ethod and revoke an election 
previously m ade by or for the taxpayer,
§ 1 . 1 4 0 2 ( b )  S ta tu to r y  p r o v is io n s ;  defi. 

n i t i o n s ; s e l f - e m p lo y m e n t  income.
S e c . 1402. D e fin itio n s . * * *
(b ) S e lf -e m p lo y m e n t in co m e . The term 

“self-em p loym en t in com e” m eans the net 
earnin gs from  se lf-em p loym en t derived by 
an  in d iv id u al (other th a n  a  nonresident 
a lien  in d iv id u al) durin g any taxable year; 
except th a t  su ch  term  sh a ll n o t include—

(1) T h a t part o f th e  n e t  earnings from 
se lf-em p loym en t w h ich  is in  excess of—

(A ) For any taxable year ending prior to 
1955, (i) $3,600, m in u s (ii)  th e  amount of 
th e  wages paid  to  su ch  individual during 
th e  taxable year; and

(B ) Pen* any taxab le year e n d i n g 'after 
1954 and  before 1959, ( i)  $4,200, minus (ii) 
th e  a m ou n t o f th e  w ages paid  to such in
d iv idual during th e  taxab le year; and

(C ) For any taxab le year ending after 
1958, (i) $4,800, m in u s (11) th e  amount of 
th e  w ages paid  to  su ch  in d ividual during the 
taxab le year; or

(2) T he n e t  earnings from  s e l f -employ* 
m en t, i f  su ch  n e t  earnings for the taxable 
year are less th a n  $400.
For purposes o f c lause (1 ) , the term 
“w ages” in clu d es su ch  rem uneration paid 
to  an em ployee for services included under 
an  agreem ent entered  in to  pursuant to the 
provisions o f sec tio n  218 o f the Sociar 
S ecurity  A ct (rela ting  to  coverage of State 
em p lo y ees), or under an  agreem ent entered 
in to  p u rsu an t to  th e  provisions of section 
3121(1) (relating  to  coverage o f citizens 01 
th e  U n ited  S tates w ho are employees of f°f” 
eign  subsid iaries of dom estic  c o rp o ra tio n s ) ,  

as w ould  be wages under section  3121(a) 
su ch  services co n stitu ted  em ployment und 
sec tion  3 1 21(b ). An ind ividual who is n 
a  c itizen  o f th e  U n ited  S tates but who i* 
resident o f th e  C om m onw ealth of 
R ico, th e  V irgin Islands, Guam, or Ame(" 
can Sam oa sh a ll n o t, for purposes of 
chapter be considered to  be a n o n re s id e  

a lien  ind ividual.
[Sec. 1402(b) as am ended by sec. 201(b). 
Socia l S ecurity  A m endm ents 1954 (68 
1088); sec. 4 0 2 (a ) , Socia l Security  
m en ts 1958 ( 72 S ta t. 1042); sec. l 03^)- 
cia l Security A m endm ents I960 (74 
938)1
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§ 1 . 1 4 0 2 ( b ) - !  S e l f - e m p lo y m e n t  in c o m e .

(a) In  general. Except for th e  exclu 
sions in paragraphs (b) and (c) o f th is  
section and the exception in  paragraph
(d) of this section, th e  term  “se lf-em 
ployment income” m eans th e  n et earn 
ings from self-em ploym ent derived by an  

individual during a  taxable year.
(b) M axim um  s e lf -e m p lo y m e n t in 

come. (1) The m axim um  self-em ploy 
ment income of an individual for any  
taxable year (w hether a period o f 12 
months or less) is  $4,800, except th a t  th e  
maximum self-em ploym ent incom e for  
any taxable year ending before 1955 is  
$3,600 and the m axim um  self-em ploy 
ment income for any taxable  year ending  
after 1954 and before 1959 is  $4,200. I f  
an individual is paid  w ages as defined^ 
in section 3121(a), th e  m axim um  se lf-  
employment incom e is  th e  excess of 
$4,800 ($3,600 for a  taxable year ending  
before 1955 and $4,200 for a taxable  
year ending after 1954 and before 1959) 
over the am ount o f such  w ages. For  
example, if  during th e  taxable year end 
ing in 1959 ho such  w ages are paid  and  
the individual has $5,000 o f n e t earnings  
from self-em ploym ent, h e  h as $4,800 o f  
self-employment incom e for such ta x 
able year. If, in  addition to  having  
$5,000 of net earnings from  self-em ploy 
ment, such individual is paid  $1,000 o f  
such wages, he h as only  $3,800 o f se lf-  
employment incom e for th e  taxable year.

(2) For the purpose o f th e  lim itation  

described in  subparagraph (1) o f th is  
paragraph, th e term  “w ages” includes  
such remuneration paid  to  an  em ployee  
for services covered by—

(i) An agreem ent entered in to  pur 
suant to section  218 o f th e  Socia l S e 
curity Act (42 U.S.C. 418), w h ich  section  
provides for extension  of th e  Federal 
old-age, survivors and d isability in sur 
ance system to  S ta te  and local govern 
ment employees under voluntary agree 
ments between th e  S ta tes and th e  
Secretary of H ealth , E ducation, and  
Welfare (Federal Security A dm inistrator  
before April 11, 1953), or

<ii> An agreem ent entered in to  pur 
suant to the provisions of section  3121 
tv, ’ re\a^ n£ to  coverage o f c itizens of  
tne United States w ho are em ployees of  
foreign subsidiaries of dom estic  corpo
rations,

as would be wages under section  3121(a) 
n such services constitu ted  em ploym ent 
under section 3121 (b ) . For an  exp lana-  
, ?? °* the term  “w ages”, see th e  regu-  
T™®8 under section  3121(a) in  P art 31 

lattonsf*18̂ 61 Êmp ôym en  ̂T ax R egu-

(c) M inim um  n e t  ea rn in g s  fro m  s e lf -  
S ° Vv} e n t  Self-em ploym ent incom e  

s not include the n et earnings from  

thf»~employrnen*' 11 an  individual w hen  
tnvavinoun*' such earnings for th e  
SrihSif year 18 less th an  $400. T hus, an  
inS f?Ual having only  $300 of n e t earn-  
biP v self^-employment for th e  ta x a 
tion* T  W0ldd no$ have any self-em p loy-  
havincf00? 16- However, an  individual 
men*8Li1*, earnings from  se lf-em p loy -  
year m l  t 400 or m °re  for th e  taxable  
P lo v r S  • ave less th an  $400 o f se lf-em -  
case 1« n^come. T his could occur in  a  

dividual» l̂°k  am ount o f th e  in -
s net earnings from  se lf-em -

No. 233___ _

ploym ent is  $400 or m ore for a  taxable  
year and th e  am ount o f such n e t  earn 
in gs from  self-em ploym ent p lus th e  
am ount of th e  w ages received by th e  
indiv idual during th a t  taxab le year ex 
ceed $4,800 ($3,600 for taxab le  years  
ending before 1955 or $4,200 for taxable  
years ending after  1954 and before 1959). 
For exam ple, if  an  indiv idual h as n et  
earnings from  self-em ploym ent o f $1,000 
for 1959 and also receives w ages of ¿4,500 
during th a t taxable year, h is  se lf-em 
ploym ent incom e for th a t taxab le year  
is  $300.

(d) N o n re s id e n t a lien s. A nonresi 
d en t a lien  indiv idual never h a s se lf-  
em ploym ent incom e. W hile a  nonresi 
d en t a lien  individual who derives incom e  
from  a trade or business carried on  
w ith in  th e U nited  S ta tes, Puerto R ico, 
th e V irgin  Islands, G uam , or A m erican  
Sam oa (w hether by agents or em ployees, 
or by a partnership  o f w h ich  h e  is  a  
m em ber) m ay  be subject to  th e  appli 
cable incom e ta x  provisions on  such  in 
com e, such nonresident a lien  indiv idual 
w ill n ot be subject to  th e  ta x  on  se lf-  
em ploym ent incom e, since any n e t  earn 
in gs w hich  h e m ay have from  se lf-em 
ploym ent do n ot con stitu te  se lf-em ploy 
m ent incom e. For th e  purpose o f th e  
ta x  on self-em ploym ent incom e, an  in d i 
v idual w ho is n o t a citizen  o f th e  U nited  
S ta tes  but w ho is  a  resident o f th e  Com 
m onw ealth  o f Puerto R ico, th e  V irgin  
Islands, or, for taxable years beginning  
after 1960, o f G uam  or A m erican Sam oa  
is  n o t considered to  be a  nonresident 
alien  individual.

§ 1 . 1 4 0 2 ( c )  S ta tu to r y  p r o v is io n s ;  d e f i 
n i t i o n s ;  t r a d e  o r  b u s in e s s .

S e c . 1402. D e fin itio n s . *  * *
(c ) T rade  o r  b u s in e ss . T he term  “trade  

or b u sin ess”, w h en  used  w ith  reference to  
se lf-em p loym en t incom e or n e t  earn in gs from  
se lf-em p loym en t, sh a ll have th e  sam e m ean 
in g  as w h en  used  in  sec tion  162 (rela ting  
to  trade or b usiness exp en ses), except th a t  
su ch  term  sh a ll n o t include—

(1) T he perform ance o f th e  fu n c tio n s  o f  
a  pu b lic  office;

(2) T he perform ance o f service by an  in d i 
v idual as an  em ployee, other th a n —

(A ) Service described  in  sec tio n  3121(b)  
(14) (B ) perform ed by an  in d ividual w ho has  
atta in ed  th e  age o f  18,

(B ) Service described in  section  3121(b) 
(1 6 ),

(C) Service described  in  sec tio n  3121(b)  
(1 1 ) , (1 2 ) , or (16) perform ed in  th e  U n ited  
S ta tes (as defined in  section  3121(e) (2 ) )  by  
a  c it izen  o f th e  U n ited  S tates, and

(D ) Service described  in  paragraph (4) o f  
th is  subsection;

(3 )  T he perform ance o f  service by an  in d i 
v id u al a s an  em ployee or em ployee repre 
sen ta tive  as defined in  sec tion  3231;

(4) T he perform ance o f service by a  duly  
ordained , com m issioned , or licensed  m in ister  
of a church  in  th e  exercise of h is m in istry  or 
by a m em ber of a  relig ious order in  th e  exer 
c ise  of d u ties  required by su ch  order; or

(5) T he perform ance o f service by an  in d i 
v idual in  th e  exercise o f h is  profession  as a 
doctor o f m ed icine or C hristian Science prac 
titioner; or th e  perform ance o f su ch  service  
by a partnership .

T he provisions of paragraph (4) sh a ll n o t  
apply to  service (other th a n  service per 
form ed by a m em ber o f a  relig ious order w ho  
h as ta k en  a vow  o f poverty  as a  m em ber o f  
su ch  order) perform ed by an Individual dur
in g  th e  period for w h ich  a certificate filed by  
su ch  ind iv idual under su b section  (e ) is  in

effect. T he provisions o f paragraph (5) sh a ll 
n o t apply  to  service perform ed by a n  in d i 
v idual in  th e  exercise o f h is  profession  as a  
C hristian  Science practitioner during  th e  
period for w h ich  a  certificate filed by h im  
under su b section  (e) is  in  effect.

[Sec. 1402(c) as am ended  by secs. 201(c) (1 ) ,  
(2 ) ,  and  (5 ) ,  and 2 0 5 (e ) , Social Security  
A m endm ents 1954 ( 68 S ta t. 1088, 1089, 1092); 
sec. 201(e) (3 ) ,  and  ( f ) ,  Socia l S ecurity  
A m endm ents 1956 (70 S ta t. 841) ; sec. 1 0 6 (b ), 
Socia l Security  A m endm ents 1960 (74 Stat. 
9 45)]

§ 1 . 1 4 0 2 ( c ) —1  T r a d e  o r  b u s in e s s .

In  order for an  individual to  have n et  
earnings from  self-em ploym ent, h e  m ust  
carry on  a trade or business, either as an  
indiv idual or as a  m em ber o f a partner 
sh ip . E xcept for th e  exclusions d is 
cussed in  §§ 1.1402(c)-2  to  1 .1402(c)-6 ,  
inclusive, th e  term  “trade or business”, 
for th e  purpose o f th e tax  on  se lf-em 
ploym ent incom e, sh a ll have th e  sam e  
m eaning as w hen  used in  section  162. 
A n indiv idual engaged in  one o f th e  ex 
cluded activ ities specified in  such  sec 
tions o f th e  regulations m ay also be en 
gaged  in  carrying on  activ ities w hich  
constitu te  a trade or business for  pur 
poses o f th e tax  on  self-em ploym ent in 
com e. W hether or n o t h e is  also engaged  
in  carrying on  a  trade or business w ill 
be dependent upon all of th e  fa c ts  and  
circum stances in  th e  particular case. A n  
indiv idual w ho is  a crew leader, as de 
fined  in  section  3121 (o) (see such sec 
t ion  and  th e regulations thereunder in  
P art 31 o f th is  chapter (Em ploym ent T ax  
R egulations) ) ,  is  considered to  be en 
gaged in  carrying on  a  trade or business  
w ith  respect to  services perform ed by  
h im  after  1956 in  furn ish ing  indiv iduals  
to  perform  agricultural labor for another  
person or services perform ed by h im  
after  1956 as a m em ber of th e  crew.

§ 1 . 1 4 0 2 ( c ) —2  P u b l ic  o f f ic e .

T he perform ance o f th e  fu nctions o f  
a public office does n o t constitu te a trade  
or business. T he term  “public office” in 
cludes any elective or appointive office of  
th e  U nited  S ta tes or any possession  
thereof, or of a  S ta te  or its  p o litica l sub 
divisions, or o f a  w holly  owned instru 
m en ta lity  of any one or m ore of th e  fore 
going. For exam ple, th e President, th e  
Vice President, a governor, a m ayor, th e  
Secretary o f S ta te , a  m em ber of Con 
gress, a  S ta te  representative, a  county  
com m issioner, a  judge, a  county or c ity  
attorney, a m arshal, a  sheriff, a register  
of deeds, or a notary public perform s the  
functions of a public office.

§ 1 . 1 4 0 2 ( c ) —3  E m p lo y e e s .

(a) G e n e ra l ru le . G enerally, th e  per 
form ance o f  service by an  indiv idual as  
an  em ployee, as defined in  th e  Federal 
Insurance C ontributions A ct (chapter  
21 of th e  In terna l R evenue Code) does  
n o t constitu te  a trade or business w ith in  
th e  m eaning of section  1402(c) and § 1.-  
1402( c ) - l .  However, in  th e  four cases  
se t forth  in  paragraphs (b) to  ( e ) , in clu 
sive, of th is  section , th e  perform ance of  
service by an  indiv idual is  considered to  
constitu te a  trade or business w ith in  th e  
m eaning of section  1402(c) and  § 1.1402
(c) —1. (As to  w hen an  indiv idual is  an  
em ployee, see section  3121 (d) and  (o) 
and th e  regulations thereunder in  P art
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31 o f th is  chapter (Em ploym ent T ax  
R eg u la tio n s).)

(b) N ew sp a p er  ven d o rs . Service per 
form ed by an  individual who h as a t 
ta ined  th e age o f 18 constitu tes a trade  
or business for purposes o f th e  tax  on  

self-em ploym ent incom e w ith in  th e  
m eaning o f section  1402(c) and § 1.1402 
( 0 - 1  if  perform ed in , and a t th e  tim e  
of, th e  sale o f new spapers or m agazines  
to  u ltim ate  consum ers, under an  ar 
rangem ent under w hich  th e  newspapers  
or m agazines are to  be sold by h im  a t  
a fixed price, h is  com pensation  being  
based on th e  reten tion  o f th e  excess of  
such price over th e  am ount a t  w hich  the  
new spapers or m agazines are charged to  
him , w hether or n o t h e  is  guaranteed a  
m inim um  am ount o f com pensation  for  
such  service, or is  entitled  to  be credited  
w ith  th e unsold  new spapers or m aga 
zines turned back.

(c) S h a re c ro p p e rs . Service perform ed  
by an  indiv idual under an  arrangem ent  
w ith  th e  ow ner or ten a n t o f land  pur 
su an t to  w hich—

(1) Such  indiv idual undertakes to  
produce agricultural or horticultural 
com m odities (includ ing livestock, bees, 
poultry, and  fur-bearing an im als and  
w ild life) on  such  land,

(2) T he agricultural or horticultural 
com m odities produced by such indiv id 
ual, or th e  proceeds therefrom , are to  be 
divided betw een such individual and  
such  owner or ten an t, and

(3) T he am ount o f such  individual's  
share depends on  th e am ount o f th e agri
cu ltural or horticultural com m odities  
produced,

con stitu tes a /trade or business w ith in  

th e  m eaning o f section  1402(c) and  
§ 1 .1 4 0 2 (c )-l.

(d) E m p lo yees  o f  fo re ig n  g o v e rn m e n t,  
in s tr u m e n ta li ty  w h o lly  o w n ed  "by fo re ig n  

g o v e rn m e n t, o r  in te r n a tio n a l o rg a n iza 
t io n . Service perform ed in  th e  U nited  
S tates, as defined in  section  3 1 21(e)(2 )  
(see such section  and th e  regulations  
thereunder in  P art 31 o f th is  chapter  
(E m ploym ent T ax  R eg u la tio n s)) ,  by an  
indiv idual Who is  a  citizen  o f th e  U nited  
S ta tes  constitu tes a trade or business  
w ith in  th e m eaning o f section  1402(c) 
and § 1.1402 ( c ) - l  if  such service is  e x 
cepted  from  em ploym ent, for purposes  
of th e Federal Insurance Contributions  
A ct (chapter 21 of th e  C od e), by—

(1) Section  3121(b) (1 1 ), relating  to  
service in  th e  em ploy of a foreign  gov 
ernm ent (for regulations under section  

3121(b) (1 1 ), see § 31.3121(b) ( I D —1 of  
th is  c h a p te r );
~  (2) Section  3121(b) (1 2 ), relating to  
service in  th e em ploy o f an  instrum ental 
ity  w holly owned by a foreign  govern 
m ent (for regulations under section  3121
(b) (12 ), see § 31.3121(b) (1 2 )-1  o f th is  
c h a p te r ); or

(3) Section  3121(b) (1 5 ), relating to  
service in  th e em ploy o f an  in ternational 
organization  (for regulations under sec 
tion  3121(b) (15 ), see § 31.3121(b) (1 5 )-1  
of th is  c h a p ter ).

T h is paragraph is  applicable to  service  
perform ed in  any taxable year ending on  

or after  Decem ber 31, 1960, except th a t  
i t  does n ot apply to  service perform ed  
before 1961 in  G uam  or A m erican Sam oa.

(e) M in is te r s  a n d  m e m b e rs  o f  r e 
lig io u s  o rd ers . Service described in  sec 
t io n  1402(c) (4) perform ed by an  in d i 
v idual during taxable years for w hich  
a  certificate filed pursuant to  section  

1402(e) is  in  effect constitu tes a  trade  
or business w ith in  th e m eaning of sec 
t ion  1402(c) and § 1.1402(c)-1 . See also  
§ 1.1402(c)-5 .

§ 1 . 1 4 0 2 ( c ) —4  I n d iv id u a ls  u n d e r  R a i l 
r o a d  R e t ir e m e n t  S y s te m .

T he perform ance o f service by an  in 
d iv idual as an  em ployee or em ployee rep 
resentative as defined in  section  3231 (b) 
and (c ) , respectively  (see  §§ 31 .3231(b )-  
1 and 3 1 .3 2 3 1 (0 -1  o f P art 31 o f th is  
chapter (E m ploym ent T ax R egu la 
tions) ) ,  th a t  is, an  indiv idual covered  
under th e  railroad retirem ent system , 
does n o t constitu te  a  trade or business.

§  1 . 1 4 0 2 ( c ) —5  M in is te r s  a n d  m e m b e r s  
o f  r e l ig io u s  o r d e r s .

(a) I n  g en era l. For taxable years  
ending before 1955, a duly ordained, 
com m issioned, or licensed m in ister o f a  
church or a m em ber o f a religious order 
is  n o t engaged in  carrying on a trade or 
business w ith  respect to  service per 
form ed by h im  in  th e exercise of h is  m in 
istry  or in  th e  exercise o f duties required  
by such order. However, for  taxable  
years ending after  1954, any indiv idual 
w ho is  a duly ordained, com m issioned, 
or licensed  m in ister o f a  church or a  
m em ber o f a  religious order (other th an  

aT m em ber o f a religious order w ho has  
taken  a vow of poverty as a m em ber of 
such  order) m ay elect, as provided in  

§ 1.1402(e) (1) —1, to have th e Federal o ld- 
age, survivors, and disability insurance  
system  established by title  n  o f th e S o 
c ia l Security  A ct extended to service per 
form ed by h im  in  h is  capacity  as such  
a m in ister or m em ber. I f  such a  m in is 
ter or a  m em ber o f a religious order 
m akes an  election  pursuant to  § 1.1402
( e ) ( l ) - l  h e  is, w ith  respect to  service  
perform ed by h im  in  such capacity, en 
gaged in  carrying on a trade or business  
for each  taxable year to w hich  th e elec 
tion  is  effective. A n election  by a m in is 
ter or m em ber o f a religious order h as no  
application  to  service perform ed by such  
m inister or m em ber w hich  is n o t in  th e  
exercise o f h is m in istry or in  th e exer 
cise of duties required by such  order.

(b) S e rv ic e  b y  a  m in is te r  in  th e  e x e r 
c ise  o f  h is  m in is tr y .  ( 1 ) A  certificate of  
election  filed by a duly ordained, com 
m issioned, or licensed m in ister o f a  
church under th e provisions of § 1.1402
(e) (1) —1 h as application  only  to  service  
perform ed by h im  in  the exercise o f his  
m inistry.

(2) E xcept as provided in  paragraph
(c) (3) of th is  section , service perform ed  
by a m in ister in  th e  exercise o f h is  m in 
istry includes th e  m in istration  of sacer 
dotal functions and th e  conduct of  
religious worship, and th e  control, con 
duct, and m ain tenance of religious or
gan izations (including th e  religious  
boards, societies, and other in tegral 
agencies o f such organ ization s), under  
th e  authority  o f a  religious body con 
s titu tin g  a church or church denom ina 
tion. T he follow ing rules are applicable  
in  determ in ing W hether services per 

form ed by a  m inister are performed in 
the exercise of h is  m in istry:

(i) W hether service performed by a 
m inister constitu tes th e  conduct of re
ligious worship or th e  ministration of 
sacerdotal functions depends on the 
ten ets and practices of the particular 
religious body constitu ting his church or 
church denom ination.

(ii) Service perform ed by a minister 
in  th e control, conduct, and maintenance 
of a religious organization  relates to di
recting, m anaging, or promoting the 
activities of such organization. Any re
ligious organization  is deemed to be un
der th e authority  of a  religious body 
constitu ting  a  church or church denomi
na tion  if  it  is  organized and dedicated 
to  carrying ou t th e  tenets and principles 
of a fa ith  in  accordance w ith either the 
requirem ents or sanctions governing the 
creation  o f in stitu tions of the faith. 
T h e term  “religious organization” has 
th e  sam e m eaning and application as is 
given to  th e  term  for incom e tax pur
poses.

(iii) I f  a m in ister is  performing serv
ice  in  th e  conduct o f religious worship 
or th e  m in istration  o f sacerdotal func
tions, such  service is  in  th e exercise of 
h is m inistry w hether or not it is per
form ed for a  religious organization. 
T he application  of th is  rule may be 
illustrated  by th e follow ing example:

E xa m p le . M, a d u ly  ordained minister, 
is  engaged to  perform  service as chaplain 
a t  N  U niversity . M devotes h is entire time 
to  perform ing h is  d u ties  as chaplain which 
in c lu d e th e  con d u ct o f  religious worship, 
offering sp iritua l cou n sel to  th e  university 
stu d en ts, and  teach in g  a  class in  religion. 
M is perform ing service in  th e  exercise oi 
h is  m in istry .

(iv) I f  a m inister is  performing service 
for an  organization  w hich  is operated 
as an  in tegral agency o f a religious or
gan ization  under th e  authority of a re
ligious body constitu tin g  a church or 
church denom ination , all service per
form ed by th e  m in ister in  the conduct of 
religious worship, in  th e  ministration of 
sacerdotal functions, or in  the control, 
conduct, and m ain tenance of such or
gan ization  (see subparagraph (2)(ii) 
of th is  paragraph) is  in  the exercise of 
his m in istry. T he application of this 
rule m ay be illustrated  by the following 
exam p le:

E x a m p le . M, a duly  ordained minted 
is  engaged  by th e  N R elig ious B o a r d  to serve 

as director o f one o f its  departments. He 
perform s no other service. T he N R e l ig loUS 

Board is an  in tegral agency o f O, a  re lig to ®  

organization  operating under the authority 
of a relig ious body co n stitu tin g  a  c h u te  

den om in ation . M is perform ing s e r v ic e  W 
th e  exercise of h is m in istry .

(v) I f  a m inister, pursuant to an as
s ignm ent or designation  by a religion 
body constitu ting  h is church, 1>ê ?rn!e 
service for an  organization which » 
n either a religious organization nor op
erated as an  in tegral agency of a re
ligious organization, all service P®“ 
form ed by him , even though  such servi 
m ay n ot involve the conduct of 
worship or th e  m in istration  of sacerao  ̂

functions, is  in  th e exercise of his 
istry. T he application  o f this rule & 
be illustrated  by th e follow ing examp •
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E xam ple . M, a d u ly  ordained m in ister, 
is assigned by X, th e  relig ious body co n sti 
tuting bis church, to  perform  advisory serv 
ice to Y Company in  con n ection  w ith  th e  
publication of a book dealing  w ith  th e  h is 
tory of M’s church denom ination . Y  is  
(neither a religious organization nor operated  
as an integral agency of a relig ious organi
zation. M performs n o  other service for X  

or Y. M is perform ing service in  th e  exer
cise of his ministry.

(c) Service b y  a  m in is te r  n o t  in  th e  
leiexcise of h is  m in is try . (1) A certifi 
cate filed by a duly ordained, com m is 
sioned, or licensed m in ister o f a church  
under the provisions of § 1.1402(e) (1) —1 
has no application to  service perform ed  

! by him which is not ip  the exercise o f h is  
ministry.

I (2) If a m inister is perform ing serv 
ice for an organization w hich  is neither  
a religious organization nor operated as  
an integral agency o f a religious organi
zation and the service is  not perform ed  
pursuant to an assignm ent or designation  
by his ecclesiastical superiors, th en  only  
the service perform ed by h im  in  th e con 
duct of religious worship or th e m in istra 
tion of sacerdotal functions is  in  th e  
exercise of h is m in istry. See, however, 
subparagraph (3) o f th is  paragraph. 
The application of th e rule in  th is  sub- 
paragraph m ay be illustrated by the fo l 
lowing example:

Example. M, a d u ly  ordained m in ister, is  
engaged by N U niversity  to  teach  history  
and mathematics. He perform s n o  other  
service for N a lthough  from  tim e to  tim e he  
performs marriages and conducts funerals  
for relatives and fr iends. N U niversity  is  
neither a religious organization  nor operated  
as an integral agency o f a relig ious organiza 
tion. M is not perform ing th e  service for N 

pursuant to  an assignm ent or d esign ation  

by his ecclesiastical superiors. T he service  
performed by M for N U niversity  is  n o t in  

the exercise of h is m in istry . However, service  
performed by M in  perform ing marriages and  
conducting funerals is  in  th e  exercise of h is  
ministry.

(&) Service perform ed by a duly or 
dained, commissioned, or licensed m in is 
ter of a church as an  em ployee o f the  
United States, or a  S ta te , Territory, or 

I Possession of the U nited  S ta tes, or the  
District of Columbia, or a foreign  g o v em -  
fflent, or a political subdivision of any of  
the foregoing, is not considered to  be in  

the exercise of h is m in istry for purposes  
°i the tax on self-em ploym ent incom e, 
even though such service m ay involve th e  
Ministration of sacerdotal functions or 
the conduct of religious worship. Thus, 
tor example, service perform ed by an  in 
to vidual as a chapla in  in  th e Armed  
,® ces °f the United S ta tes is  considered  
w be performed by a  com m issioned offi- 

r in his capacity as such, and not by a  
er in exercise of h is m inistry, 

muarly, service perform ed by an  em -  
v .J ee °t a S tate as a chaplain  in  a S ta te  
a rH°M is considered to  be perform ed by  
mi Y~Servant ° t  the S ta te  and not by a  
uunister in the exercise o f h is m in istry.
reavir ^ 'P ic e  th e  ex erc ise  o f  d u tie s  

tifinot * a re lig io u s o rd er . A cer-  
a rpiiif- of ele°tion  filed by a m em ber o f  
of a order (other th an  a m em ber  
of novi+10us order who has taken  a vow  
undar 85 a mei*iber o f such order) 
h a s I n, e ^ v i s io n s  o f § 1.1402(e) (1 )-1  

PPhcation to a ll duties required o f

him by such  order. T he nature or ex ten t  
of such service is im m ateria l so long as  
i t  is  a service w hich  h e  is  d irected or 
required to perform  by h is ecclesiastical 
superiors.
§  1 . 1 4 0 2 ( c ) —6  M e m b e r s  o f  c e r t a in  p r o 

f e s s io n s .

(a) P erio d s  o f  exclu sion — (1) T a x a b le  
y e a rs  e n d in g  b e fo re  1955. For taxable  
years ending before 1955, an  individual 
is  n ot engaged in  carrying on a trade or 
business w ith  respect to  th e perform ance  
of service in  th e exercise o f h is profession  
as a physic ian , law yer, dentist, osteo 
path , veterinarian, chiropractor, naturo 
path , optom etrist, C hristian Science  
practitioner, architect, certified public  
accountant, accountant registered or li 
censed as an  accountant under S ta te  or 
m unicipal law , fu ll-tim e practic ing pub 
lic  accountant, funeral director, or pro 
fessional engineer.

(2) T a x a b le  y e a rs  en d in g  in  1955. E x 
cept as provided in  paragraph (b) o f th is  
section , for a taxable year ending in  1955 
an  indiv idual is  not engaged in  carrying  
on  a trade or business w ith  respect to  
th e  perform ance of service in  th e exer-  

-cise of h is  profession as a  physician, 
law yer, dentist, osteopath, veterinarian, 
chiropractor, naturopath , optom etrist, 
or C hristian Science practitioner.

(3) T a x a b le  y e a rs  en d in g  a f te r  1955. 
E xcept as provided in  paragraph (b) of 
th is  section , for taxable years ending  
after  1955 an  individual is  not engaged  
in  carrying on  a trade or business w ith  
respect to  th e perform ance of service in  

th e  exercise of h is profession as a doctor  
of m edicine or C hristian Science practi 
tioner.

(b) E le c tio n  b y  C h r is tia n  S c ien ce  
p r a c tit io n e r . For taxable years ending  
after 1954, a C hristian Science practi
tioner m ay elect, as provided in  § 1.1402
( e ) ( l ) - l ,  to  have th e Federal o ld-age, 
survivors, and disability  insurance sys 
tem  established by title  II  o f th e Social 
Security A ct extended to  service per 
form ed by h im  in  the exercise o f h is  pro 
fession  as a -C h ristia n  Science practi 
tioner. I f  an  election  is  m ade pursuant 
to § 1.1402(e) (1 )-1 , th e  C hristian S c i 
ence practitioner is, w ith  respect to  the  
perform ance of service in  the exercise of  
such  profession, engaged^ n carrying on  
a trade or business for each taxable year  
for w hich  the election  is effective. An  
election  by a  C hristian Science practi 
tioner h as no application  to  service per 
form ed by h im  w hich  is  n ot in  th e exer 
c ise of h is  profession as a  Christian  
Science practitioner.

(c) M ea n in g  o f te rm s .  T he designa 
tion s in  th is  section  are to be given their  
com m only accepted m eanings. For ta x 
able years ending after 1955, an  indiv id 
u a l who is  a doctor o f osteopathy, and  
who is  n o t a doctor of m edicine w ith in  

the com m only accepted m eaning of th a t  
term , is  deem ed, for purposes of th is  sec 
tion, n o t to  be engaged in  carrying on a  
trade or business in  the exercise of the  
profession o f doctor of m edicine.

(d) L eg a l re q u ire m e n ts . T he exclu 
s ions specified in  paragraph (a) o f th is  
section  apply only  if  th e  individuals m eet  
th e  legal requirem ents, if  any, for prac 
tic in g  their professions in  th e  place  
w here they  perform  th e service.

(e) P a r tn e rsh ip s . In  th e  c a s e  o f a  
partnership  engaged in  th e  practice o f  
any o f th e designated  excluded profes 
sions, th e  partnership  shall n ot be con 
sidered as carrying on a trade or business  
for th e  purpose o f th e  ta x  on  se lf-em 
ploym ent incom e, and none of th e d is 
tributive shares of th e incom e or loss, 
described in  section  7 0 2 (a )(9 ) , of such  
partnership  shall be included in  com put
ing n et earnings from  self-em pìoym ent  
of any m em ber of th e  partnership. On  
th e other hand, where a partnership  is  
engaged in  a  trade or business n ot w ith in  

any o f the designated  excluded profes 
sions, each partner m ust include h is d is 
tributive share o f the incom e or loss, 
described in  section  7 0 2 (a )(9 ) , of such  
partnership  in  com puting h is n et earn 
ings from  self-em ploym ent, irrespective  
of w hether such partner is  engaged in  

th e  practice o f one or m ore of such pro 
fessions and contributes h is professional 
services to  th è partnership .

§  1 . 1 4 0 2 ( d )  S ta tu to r y  p r o v is io n s ;  d e f i 
n i t io n s  ; e m p lo y e e  a n d  w a g e s .

Se c . 1402. D e fin itio n s . * * *
(d ) E m p lo y e e  a n d  w a g es. T he term  “em 

p loyee” and th e  term  “w ages” sh a ll have th e  
sam e m ean ing as w hen  used  In chapter 21 
(sec. 3101 and fo llow ing, relating  to  Federal 
Insurance C ontributions A c t ) .

§ 1 . 1 4 0 2 ( d ) —1 E m p lo y e e  a n d  w a g e s .

For th e purpose o f th e ta x  on se lf-  
em ploym ent incom e, th e  term  “em 
ployee” and th e term  “w ages” shall have  
th e  sam e m eaning as w hen used in  th e  
Federal Insurance Contributions Act. 
For an exp lanation  of these term s, see  
Subpart B  of P art 31 o f th is  chapter  
(E m ploym ent T ax R egu lation s).

§ 1 . 1 4 0 2 ( e ) ( 1 )  S ta tu to r y  p r o v i s i o n s ;  
d e f in i t io n s ;  m in is t e r s ,  m e m b e r s  o f  
r e l ig io u s  o r d e r s ,  a n d  C h r is t ia n  

S c ie n c e  p r a c t it io n e r s  ; w a iv e r  c e r 
t i f ic a t e .

Se c . 1402. D e fin itio n s . * * *
(e) M in is te rs , m e m b e rs  o f  re lig io u s  o rd ers , 

a n d  C h r is tia n  S c ie n ce  p r a c t i t io n e r s — (1) 
W a iv e r  c e r tif ic a te .  Any in d iv id u al w ho is  
(A) a d u ly  ordained , com m issioned , or l i 
censed  m in ister o f a church  or a m em ber  
o f a relig ious order (o th er th a n  a m em ber o f  
a  relig ious order w ho h as tak en  a vow  o f  
poverty  as a m em ber o f su ch  order) or (B )  
a C hristian Science p ractitioner m ay file a  
certificate ( in  su ch  form  and m anner, and  
w ith  su ch  official, as m ay be prescribed by  
regu lations m ade under th is  chapter) certi 
fy in g  th a t h e e lec ts to  have th e  insurance  
system  estab lished  by t it le  II o f th e  Social 
S ecurity  A ct extended  to  service described  

in  su b section  (c) (4 ) , or service described  
in  sub section  ( c ) (5 )  in sofar as it  relates to  
th e  perform ance o f service by an in d iv id u al 
in  th e  exercise o f h is  profession  as a Chris
t ia n  Science practitioner, as th e  case m ay be, 
perform ed by h im .

[S ec , 1402(e) (1) as added by sec. 2 0 1 (c ) (3 ) ,  
Socia l S ecurity  A m endm ents 1954 (68 S tat. 
1088)]

§  1 . 1 4 0 2 ( e )  ( 1 ) —1 E le c t io n  b y  m in is t e r s ,  
m e m b e r s  o f  r e l ig io u s  o r d e r s ,  a n d  

C h r is t ia n  S c ie n c e  p r a c t it io n e r s  f o r  
s e l f - e m p lo y m e n t  c o v e r a g e .

(a ) In  g en era l. Any individual who is  
(1) a duly ordained, com m issioned, or 
licensed m in ister of r. church or a m em 
ber of a religious order (other th an  a  
m em ber o f a  religious order who has  
taken  a vow of poverty as a m em ber of
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such order) or (2) a C hristian  Science  
practitioner m ay e lect to  have th e F ed 
eral o ld-age, survivors, and disability in 
surance system  established by tit le  n  

o f th e Social Security  A ct extended to  
service perform ed by h im  in  th e  exercise  
of h is  m in istry or in  th e  exercise of 
duties required by such order, or in  the  
exercise of h is  profession as a C hristian  
Science practitioner, as th e  case m ay be. 
Such  an election  shall be m ade by filing  
a  certificate on  Form  2031 in  th e  m anner  
provided in  paragraph (b) o f th is  sec 
tion  and w ith in  th e  tim e specified in  

§ 1.1402(e) (2) —1. I f  a m in ister or m em 
ber to  whom  th is section  h a s  applica 
tion , or a C hristian Science practitioner, 
m akes an  election  by filing Form  2031 
such indiv idual shall, for each taxable  
year for w hich  th e election  is  effective  
(see § 1.1402(e) (3) —1 ), be considered as  
carrying on a trade or business w ith  re 
spect to th e  perform ance o f service in  
h is  capacity  as a  m inister or m em ber, or 
as a C hristian Science practitioner, as  
th e  case m ay be.

(b) W a iv e r  c e r tif ic a te . T he certifi 
ca te  on Form  2031 sh a ll be filed in  tr ip li 
ca te  w ith  th e  d istrict director o f in ternal - 
revenue for th e  in ternal revenue d istrict  
in  w h ich  is  located  th e legal residence or 
principal p lace o f business o f th e in d i 
v idual who executes th e  certificate. I f  
such  individual h as no legal residence or 
principal p lace of business in  any in 
ternal revenue d istrict, th e  certificate  
sh a ll be filed w ith  th e  D irector of In 
ternational O perations, In terna l R eve 
nue Service, W ashington, D.C., 20225, or 
at such  other address as is  designated  in  

th e  instructions relating  to  th e certifi 
cate. T he certificate m ust be filed  
w ith in  th e  tim e prescribed in  § 1.1402(e)
(2) —1. I f  an  indiv idual to  w hom  para 
graph (a) o f th is  section  h as application  

subm its to a  d istrict director of in ternal 
revenue a  dated  and signed statem ent  
in d icatin g  th a t h e  desires to have th e  
F ederal o ld -age, survivors, and disability  
insurance system  established by title  II  
Of th e  Socia l Security  A ct extended to  
h is  services, such  sta tem en t w ill be 
treated  as a  waiver certificate, if  filed  
w ith in  the tim e specified in  § 1.1402(e) 
( 2 ) - l ,  provided th a t w ithout unnecessary  
delay such  sta tem en t is  supplem ented by  
a  properly executed  Form  2031. A n ap 
p lication  for a socia l security account  
num ber filed on Form  S S -5  or th e  filing  
of an  incom e ta x  return show ing an  
am ount representing self-em ploym ent  
incom e or se lf-em ploym ent tax  shall not  
be construed to  constitu te an  election  

referred to  in  § 1.1402(e) ( 1 ) —1.

§ 1 . 1 4 0 2 ( e ) ( 2 )  S ta tu to r y  p r o v i s i o n s ;  
d e f in i t io n s  ; m in is t e r s ,  m e m b e r s  o f  
r e l ig io u s  o r d e r s ,  a n d  C h r is t ia n  

S c ie n c e  p r a c t it io n e r s ;  t im e  f o r  f i l i n g  

c e r t if ic a t e .

S e c . 1 4 0 2 .  D e fin itio n s . * * *
(e) M in is te rs , m e m b e rs  o f  re lig io u s  o rd ers , 

a n d  C h r is tia n  S c ien ce  p r a c t it io n e r s .  * * *
(2) T im e  fo r  fi lin g  c e r tif ic a te s . Any in 

d iv idual w ho desires to  file a certificate pur 
su a n t to  paragraph (1) m u st file  su ch  cer 
tifica te  on  or before w hichever o f th e  fo llow 
in g  dates is  later: (A) th e  due date o f th e  
return  (in clu d in g  any ex ten sion  th ereof)  
for h is  second taxable year en d in g  a fter  
1 9 5 4  for w hich  h e  has n e t  earn in gs from  se lf-  
em ploym ent (com puted , in  th e  case o f an

ind iv idual referred to  in  paragraph (1 ) (A ) ,  
w ith o u t regard to  su b section  (c) (4 ) , and, in  

th e  case o f an  ind iv idual referred to  in  para 
graph ( 1 ) ( B ) ,  w ith o u t regard to  sub section
(c) (5 ) insofar as it  relates to  th e  per
form ance o f service by an  in d iv id u al in  th e  
exercise of h is  profession  as a C hristian S c i 
ence practitioner) o f $400 or more, any part 
of w h ich  was derived  from  th e  perform ance  
of service described in  su b section  (c ) (4 ) , or 
from  th e  perform ance o f service described  in  

su b section  (c) (5) in sofar as it  relates to  th e  
perform ance o f service by an  in d iv id u al in  

th e  exercise of h is  profession as a C hristian  
Science practitioner, as th e  case m ay be; or 
(B ) th e  due date o f th e  return  (in clu d in g  
any ex ten sion  thereof) for h is second taxable  
year end ing after 1959.

[Sec. 1402(e) (2) as added  by sec. 201(c) (3 ) ,  
Socia l Security  A m endm ents 1954 (68 S tat. 
1088); as am ended by sec. 1, A ct o f Aug. 30, 
1957 (P ub. Law 85-239, 71 S ta t. 521); sec. 
1 0 1 (a ), Socia l Security A m endm ents 1960 (74  
S ta t. 926)]

§ 1 . 1 4 0 2 ( e )  ( 2 ) —1 T im e  l im i t a t io n  f o r  
f i l i n g  w a iv e r  C e r t if ic a te .

(a) G e n e ra l ru le . (1) Any individual 
referred to  in  § 1.1402(e) <1) —1 who de 
sires to  have th e F ederal o ld -age, sur 
vivors, and d isability insurance system  

established by title  n  o f th e  Social S e 
curity A ct extended to  h is  services m ust  
file th e waiver certificate (Form  2031) 
prescribed by § 1.1402(e) (1) —1 on or be 
fore w hichever o f th e fo llow ing dates is  
la te r :

(1) T he due date of th e incom e tax  
return (see section  6072), including any  
extension  thereof (see section  6081), for  
h is second taxable year ending after  
1959, or

(ii) T he due date of th e  incom e ta x  
return, including any extension  thereof, 
for h is second taxable year ending after  
1954 for w hich h e h as n e t earnings from  

self-em ploym ent (com puted as pre 
scribed in  paragraph (c) o f th is  section)  
of $400 or more, any part of w hich—

(a) In  th e case o f a  duly ordained, 
com m issioned, or licensed m inister of a  
church, consists o f rem uneration for  
service perform ed in  th e exercise o f h is  
m inistry,

(b) In  th e case of a m em ber of a reli 
gious order who h a s n ot taken  a vow of 
poverty as a m em ber of such order, con 
sists  of rem uneration for service per 
form ed in  th e exercise of duties required  
by such  order, or

(c) In  th e  case of a C hristian Science  
practitioner, consists of rem uneration for  
service perform ed in  th e exercise o f h is  
profession as a C hristian Science prac 
titioner.

(2) I f  a m in ister, a  m em ber of a reli 
gious order, or a C hristian Science prac 
titioner derives gross incom e in  a taxable  
year both from  service perform ed in  such  
capacity  and from  the conduct o f a n 
other trade or business, and th e  deduc 
tions allowed by chapter 1 o f th e Internal 
R evenue Code w hich  are attributable to  
th e _ gross incom e derived from  service  
perform ed in  such capacity  equal or ex 
ceed th e gross incom e derived from  serv 
ice perform ed in  such  capacity , no part 
of th e  n e t earnings from  self-em p loy 
m ent (com puted as prescribed in  para 
graph (c) of th is  section) for th e taxable  
year sh a ll be considered as derived from  

service perform ed in  such capacity.

(3) T he application  of the rules set 
forth  in  subparagraphs (1) and (2) of 
th is  paragraph m ay be illustrated by the 
follow ing exam ples:

E x a m p le  ( 1 ) .  M was ordained as a minis- | 
ter in  May 1959. D urin g each  o f the taxable 
years 1959 and 1962, M, w ho makes his in
com e tax  returns on  a calendar year basis, 
derives n e t earn in gs in  excess of $400 from 

h is  a ctiv ities  as a m in ister. M has net earn
in gs o f $350 for each  of th e  taxable years
1960 and 1961, $200 o f w h ich  is  derived from 

service perform ed by h im  as a minister. If 
M w ishes to  have th e  Federal old-age, sur
vivors, and d isab ility  in surance system estab
lished  by t it le  II o f th e  Socia l Security Act 
extended  to  h is  service as a m inister, he must 
file th e  waiver certificate on  or before the due 
date o l  h is  in com e tax  return  for 1962, or any 
ex ten sion  thereof.

E x a m p le  (2 ) .  M, w ho w as ordained a min
ister in  January 1962, is  em ployed  as a tool- 
m aker by th e  XYZ Corporation for the tax
able years 1962 and 1963 and also engages in 
a ctiv ities  as a m in ister  on  weekends. M 
m akes h is  incom e tax  returns on the basis 
of a calendar year. D urin g each  of the tax
able years 1962 and 1963, M receives wages of 
$4,800 from  th e  XYZ Corporation and derives 
$400 (a ll o f w h ich  co n stitu te s  n et earnings 
from  se lf-em p loym en t com puted  as pre
scribed  in  paragraph (c ) o f th is  section) 
from  h is  a ctiv ities  as a m in ister. In such 
case if  M w ish es t o  have th e  Federal old-age, 
survivors, and d isab ility  insurance system 

estab lished  by t it le  n  o f th e  Social Security 
A ct extended  to  h is  services as a minister, he 
m u st file th e  waiver certificate on or before 
th e  d ue date o f h is  incom e tax  return for 
1963, or any exten sion  thereof. A waiver 
certificate filed  a fter su ch  d a te  will be in
valid. I t  sh ou ld  be n o ted  th a t  although by 
reason o f section  1 4 0 2 (b )(1 )(C ) no part of 
th e  $400 represents “self-em ploym ent in
com e,” nevertheless th e  en tire $400 consti
tu te s  “n e t earnings from  self-employment” 
for purposes o f  fu lfillin g  th e  requirements of 
sec tion  1 4 0 2 (e ) (2 ) .

E x a m p le  (3 ) .  M, w ho files h is income tax 
returns on  a calendar year basis, was or
dain ed  as a m in ister in  Ju n e 1961. During
1961 h e  receives $410 for services performed 
in  th e  exercise o f h is  m in istry . In  addition 
to  h is  m in ister ia l services, M is engaged dur
in g  th e  year 1961 in  a m ercantile venture 
from  w h ich  h e  derives n e t  earnings from self- 
em ploym ent in  th e  am ou n t o f $1,000. The 
expenses incurred by h im  in  connection  with 
h is  m in ister ia l services during 1961 ant* 
w hich  are allow able ded u ction s under chap
ter 1 o f th e  In tern al R evenue Code amount 
to  $410. D uring 1962 and 1963, M has net 
earnings from  se lf-em p loym en t in  amounts 
o f $1,200 and $1,500, respectively, and some 
part o f each  o f th ese  am ou n ts is  from the 
exercise o f h is  m in istry . T he deductions 
allow ed in  each  o f th e  years 1962 and 1963 
by chapter 1 w h ich  are attrib utable to the 
gross incom e derived by M from  th e  exercise 
o f h is  m in istry  in  each o f su ch  years, respec
tively , do n o t equal or exceed such gross 
in com e in  su ch  year. I f  M w ishes to have 
th e  Federal old -age, survivors, and disability 
insurance system  estab lished  by title  II of 
th e  Socia l Security A ct extended  to his serv
ice  as a m in ister, h e  m u st file a waiver cer
tifica te  on  or before th e  due date of his 
incom e tax  return  (in clu d in g  any extension 
th ereof) for 1963.

E x a m p le  (4 ) . M, a licensed  minister wb 
m akes h is  incom e tax  returns on the bas 
o f a calendar year, derived n e t  earnings o 
$400 or more from  th e  exercise of his mini®“ 
try  for tw o  or m ore o f th e  taxable 
1955 to  1961, inclusive. In  such  case, if 
w ishes to  have th e  Federal old-age, s ' 
vivors, and  d isab ility  insurance system ® 
tab lished  by t it le  II  o f th e  Social Secuny  
A ct extended  to  h is  services as a minis > 
h e m u st file  th e  waiver certificate on or
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[fore the due date (April 16, 1962) prescribed  
Ifor filing bis incom e ta x  return  for 1961, or 
I any extension thereof. A waiver certificate  
I filed after such date w ill be in valid .

I (b) Effect of  d e a th . E xcept as pro- 
[yided in section 1402(e) (5) and (6) and  
|§§ 1.1402(e) (5)—1 and 1.1402(e) ( 6 ) - l ,  
I the right of an individual to  file  a waiver  
¡certificate shall cease from  h is death. 
¡Thus, except as provided in  such sections, 
»the surviving spouse, adm in istrator, or 
[executor of a decedent shall n ot be per 
mitted to file a waiver certificate for  

[such decedent.
I (c) C om pu ta tio n  o f n e t  e a rn in g s w ith -  
[ wt regard to  e lec tio n . For the purpose  
[of this section n et earnings from  se lf-  
[ employment shall be determ ined w ith 
ou t regard  to th e fa c t th a t, w ithout an  
[election under section  1402(e), th e  per-  
Iformance of services by a duly  ordained, 
[commissioned, or licensed m inister of a  

church in the exercise of h is m inistry, or 
by a member of a religious order in  th e  
exercise of duties required by such  order, 
or the performance of service by an  in 
dividual in the exercise o f h is profession  

i as a Christian Science practitioner, does 
not constitute a trade or business for  

[ purposes of th e ta x  on self-em ploym ent  
income.

§ 1 .1 4 0 2 (e ) ( 3 )  S ta tu to r y  p r o v i s i o n s ;  
d e f in it io n s ; m in is t e r s ,  m e m b e r s  o f  
r e lig io u s o r d e r s ,  a n d  C h r is t ia n  

Scien ce  p r a c t it io n e r s ;  e f f e c t iv e  d a te  
o f c e r t if ic a te .

| Se c . 1402. D e fin itio n s . * • *
| (e) M inisters, m e m b e rs  o f  r e lig io u s  o rd ers, 
<mi C hristian  S c ie n ce  p r a c t i t io n e r s . * * *

I (3) (A) E ffective d a te  o f  c e r tif ic a te .  A cer 
tificate filed p ursuant to  th is  su b section  

shall be effective for th e  taxable year im 
mediately preceding th e  earliest taxable year 
lor which, a t th e  tim e  th e  certificate is  filed, 
the period for filing  a return  (in c lu d in g  any  
extension thereof) h as n o t expired , and for  
all succeeding taxab le years. An elec tion  

made pursuant to  th is  su b section  sh a ll he  
Irrevocable.

(B) N otw ithstanding th e  first sen ten ce  of  
subparagraph (A ), i f  an  in d iv id u al filed a 
certificate on or before th e  date o f en actm en t  
oi this subparagraph w hich  (b u t for th is  
subparagraph) is  effective on ly  for th e  first  
taxable year ending after 1956 and a ll su c 
ceeding taxable years, su ch  certificate sh a ll 
he effective for h is  first taxable year ending  
®ter 1955 and all succeed ing taxable years

(i) Such individual files a supp lem ental 
certificate after th e  date o f en actm en t of  
19ft! SutoParagraPh and on  or before April 15,

(U) The tax under section  1401 in  respect  
or all such ind iv idual’s se lf-em p loym en t in -  
ome (except for underpaym ents o f tax  a t-  

, i ^table to errors m ade in  good fa ith )  for  
first taxable year end ing a fter 1955 is  paid  

on or before April 15,1962, and
*n any case w here refund  h as been  

snvT6 0i any such  tax  w h ich  (b u t for th is  
Paragraph) is  an  overpaym ent, th e  

2 -®* refunded (in clu d in g  any in terest  
fr.» .U11(ier section 6611) is  repaid on  or be-  
Iore April 15,1962.

to ^rov^ ons o f section  6401 sh a ll n o t apply  
th ie^ P aym en t or repaym ent described in
®is subparagraph.

Sociallt°2<e.)^3 ) as added by sec. 2 0 1 (c ) (3 ) ,  
1089V ecurity A m endm ents 1954 (68  S ta t. 
1957 ' 3 s amended by sec. 1, A ct o f Aug. 30, 
10l(b! q ' Law 85~239> 71 S ta t. 521); sec. 
(74Stat 926)^ Security A m endm ents 1960

F E D E R A L  R E G I S T E R

Se c t io n  101. [Social Security A m endm ents  
of 1960]. * * *

(d) In  th e  case o f a certificate or su p p le 
m en ta l certificate filed pu rsu an t to  sec tion  

1402(e) (3 ) (B ) or (5) o f th e  In tern al R eve
n u e  Code of 1954—

(1) For purposes o f com p u tin g  in terest, 
th e  due date for th e  paym ent o f th e  tax  
under section  1401 w hich  is due for any  
taxab le year end ing before 1959 so lely  by  
reason o f th e  filin g  o f a certificate w h ich  is  
effective under su ch  section  1402(e) (3 ) (B ) 
or (5) sh a ll be April 15, 1962;

(2) The sta tu tory  period for th e  assess 
m en t of any tax  for any su ch  year w h ich  is  
attr ib u tab le  to  th e  filing  o f su ch  certificate  
sha ll n o t expire before th e  exp iration  of 3 
years from  su ch  due date; and

(3) For purposes o f section  6651 o f such  

Code (rela ting  to  add ition  to  tax  for fa ilure  
to  file tax  r e tu r n ), th e  am ou n t of tax  re 
quired to  be show n on  th e  return  sh a ll n o t  
in c lu d e su ch  tax  under section  1401.

[Sec. 101 (d ), Socia l Security  A m endm ents  
1960 (74 S ta t. 927)]

§ 1 .1 4 0 2  ( e )  ( 3 ) —1 E f f e c t iv e  d a t e  o f  
w a iv e r  c e r t if ic a t e .

(a) F iled  b e fo re  A u g u st 31, 1957— (1) 
In  gen era l. A certificate on Form  2031 
filed by an  individual before A ugust 31, 
1957, in  accordance w ith  th e  provisions  
of section  1402(e) in  effect a t the tim e  
th e certificate is filed, shall be effective  
for th e first taxable year w ith  respect to  
w hich  it  is  filed, and all subsequent ta x 
able years. In  order for a certificate  
filed by an  individual before A ugust 31, 
1957, to  be effective under section  1402
( e ) , th e  certificate m ust be m ade effec 
tive for either th e first or second taxable  
year ending after 1954 in  w hich  th e  in d i 
v idual h as n et earnings from  se lf-em 
ploym ent o f $400 or m ore (determ ined as  
provided in  paragraph (c) of § 1.1402(e) 
(2) —1) som e part of w hich  is  derived  
from  service o f th e  character w ith  

respect to  w hich  an  e lection  m ay be 
m ade. However, a certificate on  Form  

2031, filed before A ugust 31, 1957, even  

though  filed w ith in  th e  tim e specified in  

paragraph (a) (1) (ii) of ¿ 1.1402(e) 
( 2 ) - l ,  m ay n o t be effective, except as  
provided in  subparagraph (2) of th is  
paragraph, for any taxable year w ith  
respect to  w hich  th e  due date for filing  
th e  individual’s incom e tax  return (in 
cluding any extension  thereof ) h as ex 
pired a t th e  tim e such certificate is  filed. 
Further, a  certificate on Form  2031 m ay  
n ot be effective for any taxable year end 
ing before 1955. In  order for a  certificate  
filed before August 31, 1957, except for  
th e filing of a supplem ental certificate, 
to be effective for th e first or second ta x 
able year ending after 1954 in  w hich  the  
indiv idual has n et earnings from  se lf-  
em ploym ent (determ ined as provided in  

paragraph (c) of § 1.1402(e) ( 2 ) - l )  som e  
part of w hich  is  derived from  service of  
th e  character w ith  respect to w hich  an  

election  m ay be m ade, th e certificate on  
Form  2031 m ust be filed on or before the  
due date for filing th e incom e ta x  re 
turn  of th e  indiv idual for such  first or 
second taxable year, respectively , or any  
extension  thereof.

(2) S u p p le m e n ta l c e r tif ic a te s— (i)  
F iled  b e fo re  d u e  d a te  o f  1958 re tu rn .  
I f  under subparagraph (1) o f th is  para 
graph th e certificate is  effective only  for  
th e  indiv idual’s th ird  or fourth  taxable  
year ending a fter  1954 and all succeeding

taxable years, th e  individual m ay m ake  
such a  certificate effective for h is  first  
taxable year ending after 1955 and all 
succeeding taxable years by filing a sup 
p lem ental certificate on Form  2031. To 
be valid  th e supplem ental certificate  
m ust be filed after  August 30, 1957, and  
on  or before th e due date of th e  return  
(including any extension  thereof) for h is  
second taxable year ending after 1956 
and m ust be otherw ise in  accordance  
w ith  § 1.1402(e) C D -I.

E x a m p le . M, w ho files h is  in com e tax  re 
tu rn s on  a calendar year basis, was ordained  
as a m in ister  in  1956, and h is  n e t earn in gs  
from  service perform ed in  th e  exercise o f h is  
m in istry  during su ch  year were $400 or more. 
M had no n e t earnings from  th e  exercise of  
h is  m in istry  during 1957. On Ju ly  15, 1957, 
M filed a waiver certificate and in d icated  

th ereon  th a t it  was to  becom e effective for  
th e  taxable year 1958. A t th e  tim e  o f filing, 
th e  certificate was effective for 1958 and  a ll 
succeed ing taxable years. S ince th e  certifi 
cate was n o t filed on  or before April 15, 1957 
(th e  due date o f M’s incom e tax  return  for  
th e  taxable year 1956), and  since there was 
n o  ex ten sion  o f tim e  for filin g  h is  1956 in 
com e tax  return , th e  certificate was not, a t  
th e  tim e  o f flUng, effective for th e  taxable  
year 1956. M files a su p p lem en ta l certificate  
on  April 15, 1958. By th e  filin g  o f th e  su p 
p lem en ta l certificate, th e  certificate filed by  
M on  Ju ly  15, 1957, was m ade effective for  
th e  year 1956 and  a ll succeed ing taxable  
years.

(ii) F iled  a f te r  S e p te m b e r  1 3 ,1960 , a n d  
on  or  b e fo re  A p r il 16 ,1 9 6 2 . I f  under sub-  
paragraph (1) of th is  paragraph th e  
certificate is  effective on ly  for th e  in d i 
v idual’s first taxable year ending after  
1956 and  all succeeding taxable years, 
th e  individual m ay m ake such certificate  
effective for h is first taxable  year ending  
after 1955 and all succeeding taxable  
years by—

(a) F iling  a  supplem ental certificate  
on  Form  2031 a fter  Septem ber 13, 1960, 
and before April 17, 1962;

(b) P aying on or before April 16, 1962, 
th e tax  under section  1401 in  respect of  
all th e  individual’s self-em ploym ent in 
com e (except for underpaym ents o f tax  
attributable to  errors m ade in  good  
fa ith ) for h is  first taxable year ending  
after 1955; and

(c) By repaying on  or before April 16, 
1962, the am ount o f any refund (includ 
ing any in terest paid  under section  6611) 
th a t h as been m ade of any such tax  
w hich (but for section  1 4 0 2 (e ) (3 ) (B ))  
is  an overpaym ent.

Any paym ent or repaym ent described in  

section  1402(e) (3) (B) and in  th is  sub- 
paragraph shall n ot constitu te an  over 
paym ent w ith in  th e m eaning of section  
6401 w hich  relates to am ounts treated  
as overpaym ents. See section  6401 and  
the regulations thereunder in  P art 301 
of th is  chapter (R egulations on Proce 
dure and A d m in istration ).

E xa m p le . M, w ho files h is  incom e tax  
returns on  a calendar year basis, was or
dain ed  as a m in ister in  1956, and h is  n e t  
earnings from  service perform ed in  th e  exer
cise o f h is  m in istry  during each  of th e  
years 1956 and 1957 were $400 or more. On  
J u ly  15, 1957, M filed a waiver certificate  
w h ich  becam e effective, a t  th e  tim e  o f filing, 
for 1957 and a ll succeed ing taxab le years. 
S in ce th e  certificate was n o t filed  on  or 
before April 15, 1957 (th e  due date o f M’s  
Incom e tax  return  for th e  taxable year 1956),
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and sin ce there was no exten sion  o f tim e  for  
filin g  h is  1956 incom e tax  return, th e  cer 
tifica te  was n o t, a t  th e  tim e of filing, effec 
tive  for th e  taxable year 1956. M files a  
su p p lem en ta l certificate on April 17, 1961. 
If, in  add ition  to  th e  filing  o f th e  su p p le 
m enta l certificate, M pays on or before April 
16, 1962, th e  self-em p loym en t tax  in  respect  
of a ll h is  self-em p loym en t in com e (except  
for underpaym ents of tax  attrib u tab le to  
errors m ade in  good fa ith ) for h is  taxable  
year 1956, and  repays, on  or before April 16, 
1962, th e  am ou n t o f any refu n d  (in clu d in g  
any in terest paid  under section  6611) th a t  
has been m ade o f any su ch  tax  w h ich  (b u t  
for section  1402(e) (3 ) ( B ) ) is  an  overpay 
m en t, th e  certificate filed by M on Ju ly  15, 
1957, becom es effective for th e  year 1956 and  
all succeeding taxable years. »

(b) F iled a f te r  A u g u st 30, 1957, a n d  
b efo re  th e  d u e  d a te  o f  th e  1958 re tu rn .  
A certificate on Form  2031 filed by an  
individual after  August 30, 1957, but on  
or before th e  due date o f th e  return  
(including any extension  thereof) for  
h is second taxable year ending after  
1956, in  accordance w ith  th e provisions  
o f section  1402(e) in  effect a t th e  tim e  
th e  certificate is  filed, shall be effective  
for h is  first taxable year ending after  
1955, and all subsequent taxable years.

(c) F iled  a f te r  du e  d a te  o f  1958 re tu rn . 
E xcept as otherw ise provided in  § 1.1402
(e) ( 5 )  —1, a certificate on  Form  2031 filed  
by an  indiv idual in  accordance w ith  the  
provisions o f §§ 1.1402(e) (1 )-1  and  
1.1402(e) (2) —1, inclusive, a fter  th e due 
date o f th e  return (including any ex ten -  
sion  thereof) for h is  second taxable  year  
ending after  1956 shall be effective for  
th e  taxable year im m ediately  preceding  
th e earliest taxable year for w hich, at 
th e  tim e th e certificate is filed, the period  
for filing a return (including any ex 
tension  thereof) has not expired, and for  
all succeeding taxable years.

E xa m p le . M, a d u ly  ordained  m in ister of  
a church , m akes h is  incom e tax  returns on  
th e  basis o f a calendar year. M h as n o t  
been  granted an  exten sion  o f tim e for filing  
any return. On April 15, 1963, th e  due date  
of h is  incom e tax  return  for 1962, M files  
a  waiver certificate p u rsu an t to  § 1.1402(e)
(1 ) -1  and w ith in  th e  tim e lim ita tio n  se t  
forth  in  § 1.1402(e) ( 2 ) - l .  On April 15, 1963, 
th e  year 1962 is  th e  earliest taxable year for  
w h ich  th e  period for filing  a return  has n o t  
expired. C onsequently, M ’s certificate is  e f 
fective  for 1961 and a ll succeed ing taxable  
years. M m u st report and pay any se lf-  
em ploym ent tax  due for 1961 and 1962. 
(T he tax, i f  any, for 1962 is  d ue on  April 15, 
1963.) In asm u ch  as th e  due date o f th e  
tax  for 1961 is April 16, 1962, M m u st pay  
in terest on  any tax due for 1961. For pro 
v isions rela tin g  to  su ch  in terest, see § 301. 
6601-1 o f P art 301 o f th is  chapter (R egu la 
tio n s on  Procedure and A d m in istra tio n ).

(d) E le c tio n  ir revo ca b le . An election  
w hich has becom e effective pursuant to  
th is  section  is  irrevocable. A certificate  
m ay not be w ithdraw n after June 30, 
1961.

§ 1 . 1 4 0 2 ( e ) ( 4 )  S ta tu to r y  p r o v i s i o n s ;  
d e f i n i t io n s ; m in is t e r s ,  m e m b e r s  o f  
r e l ig io u s  o r d e r s ,  a n d  C h r is t ia n  

S c ie n c e  p r a c t it io n e r s ;  t r e a t m e n t  o f  
c e r t a in  r e m u n e r a t io n  p a id  in  1 9 5 5  

a n d  1 9 5 6  a s  w a g e s .

S e c . 1402. D e fin itio n s . * * *

(e) M in is te rs , m e m b e rs  o f  re lig io u s  o rd ers,  
a n d  C h r is tia n  S c ien ce  p r a c t it io n e r s . * * *

(4)  ̂ T r e a tm e n t o f  c e r ta in  r e m u n e ra tio n  

p a id  in  1955 a n d  1956 as w ages. If—

(A) In  1955 or 1956 an in d ividual w as paid  
rem uneration  for service described  in  section  

3121(b) (8) (A) w h ich  w as erroneously trea t 
ed by th e  organization  em ploying him  (u n 
der a certificate filed by su ch  organization  

p ursuant to  sec tion  3121 (k ) or th e  corre 
sp onding sec tion  o f prior law ) as em ploy 
m en t (w ith in  th e  m ean ing of chapter 21 ),  
and

(B ) On or before th e  date o f th e  en a ct 
m en t o f th is  paragraph th e  taxes im posed  
by sections 3101 and 3111 were paid  ( in  good  
fa ith  and upon th e  assum ption  th a t  th e  
insurance system  estab lished  by t it le  II of 
th e  Social Security A ct had  been  extended  
to  such  service) w ith  respect to  any part o f  
th e  rem uneration  paid  to  su ch  in d ividual 
for su ch  service,

th en  th e  rem uneration  w ith  respect to  w hich  

su ch  taxes were paid, and w ith  respect to  
w hich  no cred it or refu n d  o f su ch  taxes  
(other th an  a cred it or refund w hich  w ould  

be a llow able if  su ch  service had  co n stitu ted  

em ploym ent) has been obtained  on  or before  
th e  date of th e  en actm en t o f th is  paragraph, 
sh a ll be deem ed (for purposes of th is  chap 
ter and chapter 21) to  co n stitu te  rem unera 
t io n  paid  for em p loym en t and n o t n e t earn 
ings from  self-em ploym ent.

[Sec. 1 4 0 2 (e)(4 ) as added by sec. 2, A ct of 
Aug. 30, 1957 (Pub. Law 85-239, 71 Stat. 
522) ]

§  1 . 1 4 0 2 ( e )  ( 4 ) —1 T r e a t m e n t  o f  c e r ta in  

r e m u n e r a t io n  p a id  in  1 9 5 5  a n d  1 9 5 6  

a s  w a g e s .

I f  in  1955 or 1956 an individual w as  
paid rem uneration for service described  
in  section  3121(b) (8) (A) w hich  w as er 
roneously treated  by the organization  
em ploying h im  (under a certificate filed  
by such organization pursuant to  section  
3121 (k) or th e corresponding section  of 
prior law ) as em ploym ent, w ith in  the  
m eaning o f th e  Federal Insurance Con 
tributions A ct (chapter 21 o f th e In 
ternal R evenue C od e), and if  on  or be 
fore August 30, 1957, th e taxes im posed  
by sections 3101 and 3111 were paid  (in  
good fa ith  and upon th e  assum ption th a t  
th e insurance system  established by title  
II of th e Socia l Security  A ct had  been  
extended to  such service) w ith  respect 
to  any part of th e rem uneration  paid to  
such individual for such service, then  

th e  rem uneration w ith  respect to w hich  
such taxes were paid, and w ith  respect to  
w hich no credit or refund of such taxes  
(other th a n  a  credit or refund w hich  
would be allowable if  such  service had  

constitu ted  em ploym ent) h as been ob 
ta ined  either by th e  em ployer or the  
em ployee on or before August 30, 1957, 
shall be deem ed, for purposes of the  
Self-E m ploym ent C ontributions A ct of  
1954 and th e Federal Insurance C ontri
butions Act, to constitu te  rem uneration  
paid for em ploym ent and n o t n e t earn 
ings from  self-em ploym ent. For regu 
la tions relating to section  3121 (b )(8 )  
(A) and (k ) , see §§ 31.3121(b) (8 )—1 and  
31.3121 ( k ) - l  of Subpart B o f P art 31 of  
th is  chapter (Em ploym ent T ax R egula 
tions) .

§ 1 . 1 4 0 2 ( e ) ( 5 )  S ta tu to r y  p r  o v i s i o n s ;  
d e f i n i t io n s ; m in is t e r s ,  m e m b e r s  o f  
r e l ig io u s  o r d e r s ,  a n d  C h r is t ia n  

S c ie n c e  p r a c t i t io n e r s ;  o p t io n a l  p r o 
v i s io n  f o r  c e r t a in  c e r t if ic a t e s  f i l e d  o n  

o r  b e f o r e  A p r il  1 5 ,  1 9 6 2 .
S e c . 1 4 0 2 .  D e fin itio n s . * * *

(e) M in is te rs , m e m b e rs  o f  re lig io u s  o r 
d e rs , a n d  C h r is tia n  S c ien ce  p r a c t i t io n 
ers . * * *

(5) O p tio n a l p ro v is io n  fo r  certain  certin 
c a te s  f ile d  o n  o r be fo re  A p r il 15 ,1962. in anv 
case where an ind iv idual has derived earn 
ings, in  any taxable year ending after 1954 
and before 1960, from  th e  performance of 

service described  in  subsection  (c )(4) <» 
in  su b section  (c ) (5) (as in  effect prior to 
th e  en actm en t o f tin s' paragraph) insofar 
as it  related to  th e  perform ance of service 
by an ind iv idual in  th e  exercise of his pro
fession  as. a C hristian Science practitioner 
and has reported such  earnings as self- 
em ploym ent in com e on a return  filed on or 

before th e  date of th e  enactm ent of this 
paragraph and o n  or before th e due date 
prescribed for filin g  su ch  return  (including 
any extension  thereof) —

(A) A certificate filed by su ch  individual 
(or a fiduciary actin g  for such  individual 
or h is  esta te , or h is  survivor within the 
m eaning o f section  2 0 5 (c ) (1 )(C )  of the So
c ia l Security A ct) a fter th e  date of the 
en actm en t o f th is  paragraph and on or be
fore April 15, 1962, m ay be effective, at the 
elec tion  o f th e  person filing  su ch  certificate, 
for th e  first taxab le year ending after 1954 
and before 1960 for w h ich  such a return 
was filed , and for a ll succeeding taxable 
years, rather th a n  for th e  period prescribed 
in  paragraph (3 ) , and

(B ) A certificate filed  by such  individual 
on  or before th e  date o f  th e  enactment of 

th is  paragraph w hich  (b u t for this sub- 
paragraph) is  ineffective for th e  first tax
able year en d in g  after 1954 and before 1959 
for w h ich  such  a return  was filed shall be 
effective for su ch  first taxable year, and for 

all succeed ing taxable years, provided a sup
p lem enta l certificate is  filed by such indi
v id ual (or a fiduciary actin g  for such indi
v id ual or h is esta te , or h is  survivor within 
th e  m ean ing o f section  205(c)(1)(C ) of 

th e  Social Security A ct) after the date of 

th e  en actm en t o f th is  paragraph and on 

or before April 15, 1962,

b u t on ly  if—
(i)  T he tax  under section  1401 in respect 

o f a ll su ch  in d iv id u a l’s  self-em ployment in
com e (excep t for underpaym ents of tax 
attr ib u tab le  to  errors m ade in  good faith), 
for each  su ch  year end ing before 1960 in 
th e  case o f a certificate described in sub- 
paragraph (A) or for each  such  year ending 
before 1959 in  th e  case o f a  certificate de
scribed in  subparagraph (B ) , is  paid on or 
before April 15, 1962, and

(ii)  In  any case w here refund has been 
m ade o f any su ch  tax  w h ich  (but for this 
paragraph) is  an overpaym ent, the amount 
refunded  (in c lu d in g  any in terest paid under 
section  6611) is  repaid on  or before April 
15,1962.

T he provisions of section  6401 shall not apply 
to  any p aym en t or repaym ent d e s c r i b e d  in 

th is  paragraph.

[Sec. 1 4 0 2 (e)(5 ) as added by sec. 101(c)' 
Social Security A m endm ents 1960 ( 74 Stat. 
927) ]

S e c t i o n  101. [Social Security A m e n d m e n t s  

of I960]. * * *
(d ) In  th e  case o f a certificate o r  s u p p l e  

m en ta l certificate filed pursuant t o  s ec tio n  

1402(e) (3) (B ) or (5) o f th e  I n t e r n a l  R eve 

n u e  Code o f 1954—
(1) For purposes o f com putin g interest, 

th e  due date for th e  paym ent of th e  tw 
under section  1401 w h ich  is due f o r  a n j 

taxable year en d in g  before 1959 s o le l y  by 

reason o f th e  filing  o f a certificate wbic 
is effective under su ch  section  140 2 ( e )  (S1 

(B ) or (5 ) sh a ll be April 15,1962;
(2) T he sta tu tory  period for t h e  a sse ss 

m en t o f  any tax  for any su ch  year w h i c h  

attr ib u tab le  to  th e  filing  o f such c e r t i f i e s  

sh a ll n o t expire before th e  expiration 01 

years from  su ch  due date; and h
(3) For purposes of section  6651 o f  s  

Code (re la ting  to  add ition  to  tax f o r  f  a il  _  

to  file tax  r e tu r n ) , th e  am ount o f  tax
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ouired to be show n o n  th e  return  sh a ll n o t  
¡in c lu d e such tax under sectio n  1401.

[gee. 101(d)« Social Security A m endm ents  
[1960 (74 Stat. 9 2 7 )] .

[ 1.14 0 2 ( e )  ( 5 ) - l  O p t io n a l  p r o v i s i o n  
for certa in  c e r t if ic a t e s  f i l e d  b e f o r e  

April 15 , 1 9 6 2 .

(a) C ertificates. (1) T he optional 
[provision contained in  section  1402(e) (5) 
[(A) m ay  b e  applied to  a  certificate on  
Form 2031 filed w ith in  th e  period S ep 
tember 14, 1960, to  April 16, 1962, inclu 
sive, in  th e  case o f a duly ordained, 
[commissioned, or licensed m inister o f a  
church, a member o f a religious order 
(other t h a n  a m em ber o f a  religious  
order w ho  has taken  a vow of poverty  
as a m e m b e r of such ord er), or a  Chris
tian Science practitioner, who h as de 
rived n e t earnings, in  any taxable year  
ending a f t e r  1954 and before 1960, from  
the performance o f service in  th e  exer 
cise of h is  m inistry, in  th e  exercise of  
¡duties required by h is  religious order, 
¡or in th e  exercise o f h is  profession  as a  
Christian Science practitioner, respec 
tively, a n d  who h as reported such  earn-  
fings as self-em ploym ent incom e on  a  
jretum f ile d  before Septem ber 14, 1960, 
[aid on or before th e  date prescribed  
for filing such return (including any ex -  

I tension th ereo f). T he certificate m ay  
be filed b y  such m in ister, m em ber o f a  
religious order, or C hristian  Science  
practitioner or by a  fiduciary acting  for  
such in d iv id u a l or h is estate, or by h is  
survivor w ithin  th e m eaning of section  
205(c) (1) (C) of th e Socia l Security  Act, 
and it m ust be filed after  Septem ber  
13, I960, and on  or before April 16,1962.

[ Subject to  the conditions stated  in  sub-  
paragraph (2) o f th is  paragraph, such  
certificate m ay be effective a t th e  elec 
tion of the person filing it, for th e  first  

¡taxable year ending after  1954 and  be-  
f fore 1960 for w hich a return, as described  
[m the first sentence of th is  subpara- 
¡paph, was filed, and for a ll succeeding  
■ «xable years, rather th an  for th e  period  
¡Prescribed in  § 1.1402(e) ( 3 ) - l .  T he  
I election for retroactive application  of th e  
certificate m ay be m ade by in d icating  
on the certificate th e  first taxable year  
for which it  is  to  be effective and th a t  
such year is th e  first taxable year en d 
up after 1954 and before 1960 for w hich  
®e fpmister, member o f a religious order, 
«  Christian Science practitioner filed an  
«come tax return on w hich  he reported  

, et earnings for such year from  the  
[exercise of his m in istry, th e exercise of 

“”?s required by h is religious order, 
L  exercise o f h is  profession  as a  

nristian Science practitioner, as th e  
tim? may ke* and by fulfilling th e condi-  

ns prescribed in  subparagraph (2) of  
«us paragraph.
grant, f i  certificate to  w hich  sUbpara- 
h a (T? of this paragraph relates m ay  

ffective for a taxable year prior to  
thp axf. year im m ediately  preceding
thp taxable year for w hich , atthp t w  7  wiAa,uie year io r  w nicn  
riodf ¿he certificate is  filed, th e  p e-  

exten<SL+lng a return (including any  
if thp ^ t h e r e o f )  has n o t expired, onlyif  thp  *  i n a s  nor expired, oi

(¡Je tohowing conditions are m et:  

on nr u ,  tax under section  1401 is  paid  
of gW before April 16, 1962, in  respect 

or nn*Sr : empl°ym ent incom e (w hether  
erived from  th e  perform ance of

service by th e  individual in  th e  exercise  
o f h is  m in istry, in  th e  exercise o f  duties  
required by h is religious order, or in  th e  
exercise o f h is  profession as a  C hristian  
Science practitioner, as th e  case m ay be) 
for  th e  first taxab le year ending after  
1954 and before 1960 for w h ich  such in 
dividual h as filed a  return, as described  
in  subparagraph (1) of th is  paragraph, 
and  for each  succeeding taxable year  
ending before 1960 ; and

(ii) In  any case w here refund has  
been m ade of any such  tax  w hich  (but 
for section  1 4 0 2 (e )(5 ))  is  a n  overpay 
m ent, th e  am ount refunded (including  
any in terest paid  under section  6611) is  
repaid  on or before April 16, 1962. For  
regulations under section  6611 (relating  
to  in terest on  overpaym ents), see § 301.- 
6611-1 of P art 301 o f th is  chapter (R eg 
u lations on Procedure and A dm in istra 
tion) .

(b) S u p p le m e n ta l c e r tif ic a te s . (1) 
Subject to  th e  conditions stated  in  sub- 
paragraph (2) of th is  paragraph, a  cer 
tificate on  Form  2031 filed on  or before  
Septem ber 13, 1960, by a m inister, m em 
ber of a  religious order, or a  C hristian  
S cience practitioner described in  para 
graph (a) (1) o f th is  section  and  w hich  
(but for section  1 4 0 2 (e ) (5 ) (B ))  is in 
effective for  th e first taxable year end 
in g  after  1954 and  before 1959 for w h ich  
such  a return as described in  paragraph
(a) C l)  o f th is  section  w as filed by such  
individual, sh a ll be effective for such  
first taxable year and for a ll succeeding  
taxab le years, provided a  supplem ental 
certificate is  filed by such indiv idual or  
by a  fiduciary acting  for h im  or h is  
estate , or by h is  survivor (w ith in  th e  
m eaning o f section  205(c) (1) (C) of th e  
Social Security A c t) , .  a fter  Septem ber  
13, 1960 and on or before April 16, 1962.

(2) T he filing of a  supplem ental cer 
tificate pursuant to  subparagraph (1) 
of th is  paragraph w ill give retroactive  
effect to  a  certificate to  w hich  such sub- 
paragraph applies on ly  if  th e  follow ing  
conditions are m et:

(i) T he ta x  under section  1401 is paid  
on  or before April 16, 1962, in  respect of 
a ll se lf-em ploym ent incom e (w hether or 
n ot attributable to  earnings as a m in 
ister, m em ber of a religious order, or 
C hristian Science practitioner) for the  
first taxable  year for w hich  th e  certifi
ca te is  retroactively  effective and  for  
each subsequent year ending before 1959; 
and

(ii) In  any case where refund has  
been m ade of any such tax  w h ich  (but 
for section  1 4 0 2 (d )(5 ))  is  an  overpay 
m ent, th e  am ount refunded (including  
any in terest paid  under section  6611) is  
repaid on  or before April 16, 1962.

(c) U n d e rp a y m e n t o f  ta x .  For pur 
poses of th is  section , any underpaym ent 
of th e  ta x  w hich  is  attributable  to  an  
error m ade in  good fa ith  w ill n o t in va li 
date  an  election  w hich  is  otherw ise  
valid .

(d) N o n a p p lic a b ility  o f  s e c tio n  6401. 
Any paym ent or repaym ent described in  
paragraph (a) (2) or paragraph (b) (2) 
of th is  section  sh a ll n o t constitu te  an  
overpaym ent w ith in  th e m eaning o f sec 
tion  6401 w hich  relates to  am ounts  
treated  as overpaym ents. For th e  pro 
visions o f section  6401 and th e regu la 

tion s thereunder, see §§ 301.6401 and  
301.6401-1 o f P art 301 o f th is  chapter  
(R egulations on  Procedure and A dm in 
istration) .

§ 1 . 1 4 0 2 ( e ) ( 6 )  S ta tu to r y  p r o v i s i o n s ;  

d e f in i t io n s ;  m in is t e r s ,  m e m b e r s  o f  
r e l ig io u s  o r d e r s ,  a n d  C h r is t ia n  

S c ie n c e  p r a c t it io n e r s  ; c e r t if ic a t e  f i le d  

b y  f id u c ia r y  o r  su r v iv o r  o n  o r  b e f o r e  

A p r il  1 5 ,  1 9 6 2 .

Se c . 1402. D e fin itio n s . * * *
(e) M in is te rs , m e m b e rs  o f  re lig io u s  o r 

d e rs , a n d  C h r is tia n  S c ie n ce  p r a c t i t io n 
ers. * * *

(6) C e r tif ic a te  f ile d  b y  f id u c ia r ie s  o r  s u r 
v iv o r s  o n  o r  b e fo re  A p r il 15, 1962. In  any  
case w here an  in d ividual, w hose d eath  has  
occurred after Septem ber 12, 1960, and  b e 
fore April 16, 1962, derived earn in gs from  
th e  perform ance o f services described  in  su b 
section  (c) (4 ) , or in  su b section  (c) (5) in so 
far as i t  relates to  th e  perform ance o f service  
by an  in d iv id u al in  th e  exercise o f h is  pro 
fession  as a C hristian Science practitioner, 
a certificate m ay be filed  after th e  date of  
en a ctm en t o f th is  paragraph, and  on  Vr 
before April 15, 1962, by  a fiduciary actin g  
for su ch  in d iv id u a l’s esta te  or by su ch  in d i 
v id u a l’s  survivor w ith in  th e  m ean in g  o f sec 
t io n  205(c) (1) (C) o f th e  Socia l S ecurity  Act. 
S u ch  certificate sh a ll be effective for th e  
period prescribed in  paragraph (3) (A) as if  
filed  by th e  in d iv id u al on  th e  day o f h is  
death .

[Sec. 1402(e) (6) as added by sec. 2 0 2 (a ) , So 
c ia l S ecurity  A m endm ents 1961 (75 Stat. 
141)]

§  1 . 1 4 0 2 ( e )  ( 6 ) —1 C e r t if ic a te s  f i l e d  b y  

f id u c ia r ie s  o r  s u r v iv o r s  o n  o r  b e f o r e  

A p r i l  1 5 ,  1 9 6 2 .

In  any case in  w hich  an  indiv idual 
w hose death  h as occurred after  S ep tem 
ber 12, 1960, and before April 16, 1962, 
derived earnings from  th e  perform ance  
of services as a duly  ordained, com m is 
sioned, or licensed m in ister of a church  
in  th e  exercise of h is  m in istry, as a  
m em ber o f a religious order (other th a n  
a m em ber o f a  religious order w ho h as  
taken  a vow  of poverty as a  m em ber of 
such  order) in  th e  exercise of duties re 
quired by such order, or in  th e  exercise  
of h is  profession  as a C hristian Science  
practitioner, a  w aiver certificate on  Form  
2031 m ay be filed after  June 30,1961 (the  
date of enactm ent of th e  Socia l Security  
A m endm ents of 1961), and on  or before  
April 16, 1962, by a fiduciary acting for  
such individual’s esta te  or by such  in 
div idual’s  survivor w ith in  th e  m eaning  
of section  205(c) (1) (C) of th e  Social 
Security  Act. Such  certificates sha ll be 
effective for th e period prescribed in  
section  1 4 0 2 (e )(3 )(A ) (see § 1.1402(e)
(3 )-1 (c )  ) as if  filed by the individual on  
th e date of h is death .

§  1 . 1 4 0 2 ( f )  S ta tu to r y  p r o v is io n s ;  d e f i 
n i t io n s  ; p a r tn e r ’s  t a x a b le  y e a r  e n d in g  

a s  t h e  r e s u l t  o f  d e a th .

S e c . 1402. D e fin itio n s . * * *
(f )  P a r tn e r ’s  ta x a b le  y e a r  e n d in g  a s th e  

r e s u lt  o f  d e a th .  In  com puting  a partner’s  
n e t earn in gs from  self-em p loym en t for h is  
taxab le year w h ich  ends as a resu lt o f  h is  
d eath  (b u t on ly  if  su ch  taxab le year ends  
w ith in , and  n o t w ith , th e  taxab le year o f  
th e  p a rtn ersh ip ), th ere sh a ll be in clu d ed  so  
m u ch  o f th e  deceased partner’s  d istr ib u tive  
share of th e  partnersh ip ’s  ordinary incom e or 
loss for th e  partnership  taxab le year as is  
n ot a ttr ib u tab le  to  an  in terest in  th e  partner 
sh ip  during any  period beg in n in g  on  or after  
th e  first day o f th e  first calendar m o n th  fo l-



12814 R U L ES  A N D  R E G U L A T I O N S

low in g th e  m on th  in  w h ich  su ch  partner  
died. For purposes o f th is  sub section —

(1) In  determ in ing th e  portion  o f th e  
distributive share w h ich  is a ttr ib u tab le  to  
any period specified  in  th e  preceding sen 
tence, th e  ordinary in com e or loss o f th e  
partnersh ip  sh a ll be treated  as hav in g  been  

realized or su sta in ed  ratably over th e  part 
nersh ip  taxable year; and

(2) The term  “deceased partner’s  d istrib u 
tive  share” includes th e  share o f h is  estate  
or of any other person succeeding, by reason  
of h is  death , to  r igh ts w ith  respect to  h is  
partnership  in terest.

[Sec. 1402(f) as added by sec. 4 0 3 (a ) , Social 
Security A m endm ents 1958 ( 72 S ta t. 1043) ]

Se c . 403. [Social Security A m endm ents of  
1958], * * *

(b ) E ffec tiv e  d a te s .  (1 ) E xcept as pro 
vided in  paragraph (2 ) , th e  am endm ent m ade  
by su b section  (a ) sh a ll apply on ly  w ith  

respect to  in d iv iduals w ho d ie after th e  date  
o f th e  en actm en t o f th is  Act.

(2 ) In  th e  case o f an  in d iv id u al w ho died  
after 1955 and on  or before th e  date o f th e  
en actm en t o f  th is  A ct, th e  am endm ent m ade  
by su b section  (a) sh a ll apply on ly  if—

(A) B efore January 1, 1960, th ere is filed  
a return  (or am ended return) o f th e  ta x  im 
posed by chapter 2 o f th e  In tern al R evenue  
Code o f 1954 for th e  taxable year end ing as  
a resu lt o f h is  d eath , and

(B ) In  any  case w here th e  return  is  filed  
so le ly  for th e  purpose o f reporting n e t  earn 
in gs from  se lf-em p loym en t resu lting  from  

th e  am endm ent m ade by su b section  (a ) ,  th e  
return  is accom panied by "the am ou n t o f tax  
attr ib u tab le  to  su ch  n e t earnings.

In  any case described  in  th e  preceding sen 
ten ce , no  in terest or p en a lty  sh a ll be assessed  
or co llected  on  th e  am ou n t o f any  tax  due  
under chapter 2 o f su c h  Code so lely  by rea 
son  o f th e  operation  o f section  1402(f) of  
su ch  Code.

[Sec. 4 0 3 (b ), Social Security  A m endm ents  
1958 (72 S ta t. 1044) ]

§ 1 . 1 4 0 2 ( f ) —1 C o m p u ta t io n  o f  p a r tn e r ’s  
n e t  e a r n in g s  f r o m  s e l f - e m p lo y m e n t  
f o r  t a x a b le  y e a r  w h ic h  e n d s  a s  r e s u lt  
o f  h i s  d e a th .

(a) T a x a b le  ye a rs  en d in g  a f te r  A u g u st  
28, 1958— (1) In  g en era l. T he rules for  
th e  com putation  o f a partner’s n e t earn 
ings from  self-em ploym ent are set forth  

in  paragraphs (d) to  (g ) , inclusive, of  
§ 1.1402( a ) - 2 .  In  addition  to  th e net  
earnings from  self-em ploym ent com 
puted  under such rules for th e  la st ta x 
ab le year o f a deceased partner, if  a  
partner’s taxable  year ends after  A u 
gust 2 8 ,1 9 5 8 , so lely  because o f death , and  
on a day other th an  th e  last day o f th e  
partnersh ip’s  taxable  year, th e deceased  
partner’s n et earnings from  self-em p loy 
m en t for such year shall also include so  
m uch of the deceased partner’s distribu 
tive share of partnership  ordinary in 
com e or loss (see subparagraph (3) of  
th is paragraph) for th e taxable year of  
the partnership  in  w hich  h is death  oc 
curs as is attributable  to an  in terest in  

th e partnership  prior to the m onth  fo l 
low ing the m onth  o f h is death.

(2) C o m p u ta tio n , (i) T he deceased  
partner’s distributive share o f partner 
ship  ordinary incom e or loss for the  
partnership  taxable year in  w hich  he  
died shall be determ ined by applying  
the rules contained  in  paragraphs (d) to
(g ) , inclusive, o f § 1 .1402 (a ) - 2 ,  except  
th a t paragraph (e) shall n ot apply.

(ii) T he portion o f such distributive  
share to be included under th is  section  

in  the deceased partner’s n e t earnings

from  self-em ploym ent for h is  last ta x 
able year shall be determ ined by trea t 
ing  th e ordinary incom e or loss con sti 
tu ting  such distributive share as having  
been realized or sustained ratably  over 
th e  period o f th e partnership  taxable  
year during w hich  th e deceased partner  
had an  in terest in  th e partnership  and  
d in in g  w hich h is estate, or any other  
person succeeding by reason o f h is  
death  to  rights w ith  respect to h is  part 
nership  in terest, held  such  in terest in  

th e partnership  or held  a  r igh t w ith  

respect to  such in terest. T he am ount to  
be included under th is  section  in  th e  
deceased partner’s n et earnings from  

self-em ploym ent for h is la st taxable  
year will, therefore, be determ ined by  
m ultip ly ing th e  deceased partner’s d is 
tributive share o f partnership  ordinary  
incom e or loss for th e partnership  ta x 
able year in  w hich  he died, as determ ined  
under subdivision (i) of th is  subpara 
graph, by a  fraction , th e  denom inator of  
w hich  is  th e  num ber o f calendar m onths  
in  th e  partnership  taxab le year over  
w hich  th e  ordinary incom e or loss con 
stitu tin g  th e  deceased partner’s distribu 
tive  share o f partnership  incom e or loss  
for such  year is  treated  as having been  
realized or sustained  under th e  preced 
in g  sentence and th e  num erator o f w hich  
is  th e  num ber o f calendar m onths in  such  
partnership  taxab le year th a t precede  
th e  m onth  follow ing th e  m onth  o f h is  
death.

(3) D efin itio n  o f  “d ecea sed  p a r tn e r ’s 
d is tr ib u tiv e  s h a re ”. For th e purpose o f  
th is  section , th e  term  “deceased part 
n er’s distributive share” includes th e  
distributive share o f h is estate  or o f any  
other person succeeding, by reason o f  
h is  death , to rights w ith  respect to  h is  
partnership  in terest. I t  does not include  
any share attributable to  a partnership  

in terest'w h ich  w as n ot held  by th e  de 
ceased partner a t th e tim e o f h is death . 
T hus, if  a  deceased partner’s estate  
should  acquire an  in terest in  a partner 
ship  additional to  th e  in terest to  w hich  

i t  succeeded upon th e death  o f th e de 
ceased partner, th e am ount o f th e  d is 
tributive share attributable to  such  
additional in terest acquired by the e s 
ta te  would n o t be included in  com puting  
th e “deceased partner’s  distributive  
share” o f th e partnership ’s  ordinary in 
com e or loss for th e partnership  taxable  
year.

(4) E x a m p les . T he application  o f  
th is  paragraph m ay be illustrated by  
the follow ing exam ples:

E x a m p le  ( I ) .  B, an  ind iv idual w ho files  
h is  incom e tax  returns on  th e  calendar year 
basis, is  a m em ber o f th e  ABC partnership , 
th e  taxable year o f w h ich  ends on  June 30. 
B dies on  October 17,1958, and h is  esta te  su c 
ceeds to  h is  partnersh ip  in terest and  con 
tin u es  as a partner in  its  ow n r igh t under  
local law  u n til Ju n e 30, 1959. B ’s d istrib u 
tiv e  share o f th e  partnersh ip ’s ordihary in 
com e, as determ ined  under paragraphs (d ) 
to  (g ) ,  in clu sive, of § 1.1402 (a ) -2 , for th e  
taxab le year o f th e  partnership  ended  June  
30, 1958 is $2,400. His d istr ib u tive  share, in 
c lu d in g  th e  share o f  h is  esta te , of su ch  part 
n ersh ip ’s  ord inary in com e, as determ ined  u n 
der paragraphs (d ) to  (g ) ,  inclusive, o f  
§ 1.1402 (a ) -2  (w ith  th e  exception  o f para 
graph (e ) ) ,  for th e  taxable year o f th e  part 
n ersh ip  ended  Ju n e 30, 1959 is  $4,500. The  
p ortion  o f such  $4,500 a ttr ib u tab le  to  a n  in 

terest in  th e  partnership  prior to the month 
fo llow ing  th e  m o n th  in  w hich he died i» 
$4,500 X %2 (4  being th e  number of month« 
in  th e  partnership  taxable year in which B 
died  w h ich  precede th e  m on th  following the 
m on th  o f h is  d eath  and 12 being the number 
of m on th s in  su ch  partnership taxable year 
in  w h ich  B and h is  esta te  had an interest in 
th e  partnersh ip ) or $1,500. The amount to 
be in clu d ed  in  th e  deceased partner’s net 
earnings from  self-em ploym ent for his last 
taxable year is  $3,900 ($2,400 plus $1,500), I

E x a m p le  (2 ) . I f  in  th e  preceding example 
B ’s  esta te  is  en titled  to  only $1,000, the 
am ou n t o f B ’s  d istrib u tive share of partner
sh ip  ord inary incom e for th e  period July l, 
1958 through  October 17, 1958, such $1,000 
is  considered to  have been realized ratably 
over th e  period preceding B ’s death and will 
be in clu d ed  in  B ’s n e t earnings from self- 
em ploym ent for h is  la st taxable year.

E x a m p le  ( 3 ) .  X , w ho reports his income 
on  .a calendar year basis, is  a  member of a 
partnersh ip  w h ich  also reports its income on 
a  calendar year basis. X  dies on June 30, 
1959, and h is  esta te  succeeds to  his partner
sh ip  in terest and  con tin u es as a partner in 
it s  ow n r igh t under local law . On Septem- 
ber 15, 1959, X ’s  esta te  se lls  th e  partnership 
in terest to  w h ich  i t  succeeded  on the death 
o f X . X ’s d istr ib u tive  share of partnership 
incom e for 1959 is  $5,500. $600 of such 
am ou n t is  X ’s share o f th e  gain  from the sale 
of a  cap ita l a sse t w h ich  occurs on May 1, 
1959, and $400 o f su ch  am ou n t is  the estate’s 
sh are o f th e  gain  from  th e  sale of a capital 
asset w h ich  occurs o n  Ju ly  15, 1959. The 
rem ainder o f su ch  am ou n t is  income from 
services rendered. X ’s d istributive share of 
partnersh ip  ordinary incom e for 1959, as de
term ined  under paragraphs (d) to (g), In
c lusive, o f § 1.1402 (a ) -2  (w ith  the exception 
o f paragraph (e) ) ,  is  $4,500 ($5,500 minus 
$1,000). T he portion  o f su ch  share attribut
able to  an  in terest in  th e  partnership prior 
to  th e  m on th  fo llow in g  th e  month of his 
death  is  $ 4 ,5 0 0 x 6 /8 .5  (6 bein g the number 
of m o n th s in  th e  partnersh ip  taxable year in 
w h ich  X  d ied  as precede th e  month follow
in g  th e  m o n th  o f h is  death  and 8.5 being the 
num ber o f m on th s in  su ch  partnership tax
ab le  year in  w h ich  X  and h is estate had an 
in terest in  th e  partnersh ip ) or $3,176.47.

(b) O p tio n s  a v a ila b le  to  farmers— (1) 
S p e c ia l ru le . In  determ ining whether 
th e  optional m ethod available to a mem
ber of a  farm  partnership  in  computing 
h is  n et earnings from  self-employment 
m ay be applied, and in  applying such 
m ethod, i t  is  necessary to  determine the 
partner’s distributive share of partner
sh ip  gross incom e and th e  partner’s dis
tributive share vo f incom e described in 
section  7 0 2 (a )(9 ) . See section 1402(a) 
and § 1.1402 (a ) -15 . I f  section 1402(f) 
and th is  section  apply, or may be made 
applicable under section  403 (b )(2) ® 
th e  Socia l Security  Am endm ents of 19“  
and paragraph (c) o f th is section, f°r 
th e la st taxable year o f a  deceased part
ner, such partner’s distributive share ® 
incom e described in  section 702(a)(9) 
for h is last taxable year shall be deter
m ined by including therein  any amount 
w hich is  included under section 1402(f) 
and th is section  in  h is n e t earnings from 
self-em ploym ent for such taxable year- 
Such a partner’s distributive sh a re  o 
partnership  gross incom e for h is  las* 
taxable year shall be determined by 
eluding therein  so m uch of the deceaseu 
partner’s distributive share (see P**"' 
graph (a) (3) o f th is  section) of Part^e ‘ 
sh ip  gross incom e, as defined in sê -n 
1402(a) and paragraph (b) of § !•* 
( a ) -15 , for th e partnership  t a x a b le  ye
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An w h ich  h e  died as is attributable to  
kn in te r e st  i n  the partnership  prior to  
fe e  m o n th  following th e  m onth  o f h is  
Meath. S u c h  allocation sh a ll be m ade in  

the sa m e  m a n n e r  as is  prescribed in  

paragraph (a) (2 ) of th is  section  for de 
term ining t h e  portion of a deceased part 
ner’s d is t r ib u t iv e  share o f partnership  

{ordinary in c o m e  or loss to be included  
U d er  s e c t io n  1402(f) and th is  section  in  

L  n et e a r n in g s  from  self-em ploym ent  
for his la s t  taxable year.
I (2) E xamples. T he princip les se t  
forth in this paragraph m ay be illu s 
trated b y  the follow ing exam ples:

E x a m p l e  ( 1 ) .  X , a n  in d iv id u a l w h o  file s  
his incom e ta x  r e tu rn s  o n  a  c a len d a r  year  
basis, is a m em ber o f  th e  X Y Z  fa r m  p a r tn e r 
ship, th e  taxab le  year o f  w h ic h  e n d s  o n  
March 31. X  d ies o n  M ay 31, 1959, a n d  h is  
estate su c c e e d s  to  h is  p a r tn e r sh ip  in te r e s t  

[and c o n tin u e s  a s  a  p a r tn er  in  i t s  o w n  r ig h t  
¡under lo ca l la w  u n t i l  M arch  31, 1960. X ’s  
distributive sh a re  o f  t h e  p a r tn e r sh ip ’s  o r d i 
nary incom e, d ete rm in e d  u n d e r  pa ra g ra p h s  
(d) to (g ) , in c lu s iv e , o f  § 1 .1 4 0 2 (a ) -2 , fo r  
the taxab le year o f  t h e  p a r tn e r sh ip  e n d e d  
March 31, 1959, is  $1,200. H is  d is tr ib u tiv e  
share, in c lu d in g  th e  sh a re  o f  h is  e s ta te , o f  
such p a r tn e r s h ip ’s  ord in a ry  lo ss  a s  d e te r 
mined u n d e r  p aragraphs (d ) t o  ( g ) , in c lu -  

!sive, of § 1 .1402(a )—2 (w ith  t h e  e x c e p tio n  o f  
[paragraph ( e ) ) ,  fo r  t h e  ta x a b le  year o f  t h e  
partnership en d ed  M arch  31, 1960, is  $600.

; The p o r t io n  o f su c h  $600 a t tr ib u ta b le  to  a n  
interest in  th e  p a r tn e r sh ip  prior t o  th e  
month fo l lo w in g  t h e  m o n th  in  w h ic h  h e  
died is $600 x %2  (2 b e in g  t h e  n u m b e r  o f  
months in  th e  p a r tn e r sh ip  ta x a b le  year  in  
which X  d ie d  w h ic h  p reced e  t h e  m o n th  fo l 
lowing t h e  m o n th  o f  h is  d e a th  a n d  12 b e in g  
the n um ber  o f m o n th s  in  su c h  p a r tn e r sh ip  
taxable ye a r  i n  w h ic h  X  a n d  h is  e s ta te  h a d  a n  
interest in  th e  p a r tn e r sh ip ) or $100. X  is  
also a m em b e r  o f th e  A B X  fa rm  p a r tn e r sh ip ,  
the t a xa b le  year o f  w h ic h  e n d s  o n  M ay 31. 
His d is t r ib u t ive  sh a re  o f  th e  p a r tn e r sh ip  lo ss  
described in  se c tio n  7 0 2 (a ) (9 ) fo r  t h e  p a r t 
nership t a x a b le  year e n d in g  M ay 31, 1959, 
is $200. S ectio n  1 4 0 2 (f)  a n d  t h is  section -  
do not apply w ith  r esp ect to  su c h  $200 s in c e  
X’s la st  taxable year en d s , a s  a  r e s u lt  o f  h is  
death, w i t h  th e  ta x a b le  year o f  t h e  A B X  
Partnersh ip . U n der t h is  p a ragrap h  th e  $100  
loss m u s t  b e  in c lu d e d  in  d e te r m in in g  X ’s  
d istr ibu tive share o f  X Y Z  p a r tn e r sh ip  in c o m e  
described in  se c tio n  7 0 2 ( a ) ( 9 )  fo r  t h e  p u r 
pose o f app ly ing  th e  o p tio n a l m e th o d  a v a il 
able to farm ers fo r  c o m p u tin g  n e t  e a rn in g s  
from se lf-em p lo y m en t. F u r th e r , t h e  r e s u lt -  

$1,100 o f - in c o m e  m u s t  b e  a g g reg a ted ,  
pursuan t to  paragraph (c )  o f  § 1 .1 4 0 2 (a )-1 5 ,  
with the $200 lo ss, X ’s  d is tr ib u tiv e  sh a re  o f  
“BX p a r t n e r s h ip  lo ss  d escr ib ed  in  s e c tio n  
™2(a )(9 ) , for  p u rp o ses o f  a p p ly in g  su c h  
option. T he r ep resen ta tiv e  o f  X ’s  e s ta te  m a y  
exercise th e  o p tio n  d escr ib ed  in  paragraph  
’a) ( 2 ) ( i i )  o f § 1 .1 4 0 2 (a )—15, p ro v id ed  t h e  
Portion o f X ’s  d is tr ib u tiv e  sh a re  o f  X Y Z  
Partnership gross'in com e fo r  t h e  ta x a b le  year  
euded M a r ch  31, 1960, a t tr ib u ta b le  t o  a n  
in terest in  th e  p a r tn e r sh ip  prior  t o  t h e  
. fo llow in g  t h e  m o n th  in  w h ic h  h e
ed ( t h e  a llo ca tio n  b e in g  m a d e  in  t h e  m a n 

ner p r e s cr ib e d  for  a llo c a t in g  h is  $600 d is 
t r i b u t i v e  s h a r e  o f  X Y Z  p a rtn e r sh ip  lo ss  fo r  
i y e a r ) , w h e n  a g g reg a ted  w ith  h is  d is -  

^ iv e  s h a r e  o f X Y Z p a rtn e r sh ip  gross in -  

Ma 6J ° T P artn ersh ip  ta x a b le  year  e n d e d
sh&rCb 31’ 1959, a n d  ' w ith  h is  d is tr ib u tiv e  
tv re of ABX p a rtn ersh ip  gross in c o m e  fo r  
lQ-_^ar^nersh ip  ta x a b le  year en d e d  M ay 31, 
of ’ r e s u l t s  i n  X  h a v in g  m ore t h a n  $1,800  
0f ir oss incom e from  th e  tra d e  or b u s in e ss  
e-. ^rf lln S- I f  su ch  a g g reg a te  a m o u n t o f  

is  n o t  m ore t h a n  $1,800, th e  
§ 1  in  P aragraph  (a )  (2 ) ( i )  o f

•1402( a ) -1 5 , iS av a ila b le .
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E x a m p le  (2 ) .  A, a so le proprietor engaged  
in  th e  b usiness o f farm in g, files h is incom e  
tax  retu rn s o n  a calendar year basis. A  is  
also  a m em ber o f a partnersh ip  engaged in  an  
agricu ltural activ ity . T he partnersh ip  files  
i t s  returns on  th e  basis o f a fiscal year ending  
M arch 31. A d ies Ju n e 29, 1959. A’s gross  
incom e from  farm ing as a so le  proprietor for  
th e  s ix -m o n th  period com prising h is  taxable  
year w h ich  ends because o f d ea th  is $1,200 
and  h is  actu a l n e t earn in gs from  se lf-em 
p loym en t based th ereon  is $300. As o f M arch  
31, 1959, A’s d istr ib u tive  share o f th e  gross  
incom e o f th e  farm  partnership  is  $2,000 and  
h is  d istrib u tive share o f incom e described  
in  section  702(a) (9) based th ereon  is  $900. 
T he a m ou n t o f A’s d istributive share o f th e  
partnersh ip ’s  ordinary incom e for its  taxable  
year ended M arch 31, 1960, w h ich  m ay be  
in clu d ed  in  h is  n e t earnings from  se lf-e m 
p loym en t under section  1402(f) and para 
graph (a) o f th is  section  is  $200. T he  
am ou n t o f th e  deceased partner’s  d istr ib u 
tive  share o f partnership  gross incom e a t 
tr ib u tab le  to  an  in terest in  th e  partnership  
prior to  th e  m o n th  fo llow in g  th e  m on th  o f  
h is  d eath  as is  determ in ed , p ursuant to  su b -  
paragraph (1) o f th is  paragraph, under para 
graph (a) o f th is  section  is  $1,800. A n ag 
gregation  of th e  above figures produces a  
gross incom e from  farm in g o f $5,000 and  
aotual n e t  earnings from  self-em p loym en t of  
$1,400. U nder th ese  circum stances n on e o f  
th e  op tions provided  by sec tion  1402(a) m ay  
be used. I f  th e  actua l n e t  earnings from  
se lf-em p loym en t had  been  less th a n  $1,200, 
th e  op tion  described  in  paragraph (a ) (2) (i l)  
of § 1.1402 (a ) -1 5  w ould  have been  available.

(c) T a x a b le  y e a rs  en d in g  a f te r  1955 
a n d  on  or b e fo re  A u g u st 28, 1958— (1) 
R e q u ire m e n t o f  e lec tio n . I f  a  partner’s  
taxable year ended, as a resu lt o f h is  
death , after 1955 and on  or before A u 
gust 28,1958, th e rules set forth  in  para 
graph (a) of th is  section  m ay be m ade  
applicable in  com puting th e  deceased  
partner’s n et earnings from  self-em ploy 
m ent for h is la st taxable year provided  
th a t—

(1) B efore January 1, 1960, there is  
filed, by the person designated  in  section  
6012(b) ( 1 ) and paragraph (b) ( 1 ) o f  
§ 1.6012-3, a  return (or am ended return) 
of the ta x  im posed by chapter 2 for th e  
taxable year ending as a result o f death , 
and

(ii) Such return, if  filed so lely  for the  
purpose o f reporting n e t  earnings from  
self-em ploym ent resulting from  th e  en 
actm ent o f section  1 402(f), is  accom 
panied by th e  am ount o f ta x  attributable  
to  such n e t earnings.

(2) A d m in is tr a tiv e  ru le  o f  sp ec ia l a p 
p lic a tio n . N otw ithstanding th e  provi
sions of sections 6601, 6651, and 6653 (see  
such  sections and th e  regulations there 
under) no in terest or penalty  sha ll be a s 
sessed or collected  on th e  am ount of any  
self-em ploym ent ta x  due sole ly  by reason  
of the operation of section  1402(f) in  the  
case of an individual who died after  1955 
and before August 29, 1958.

§  1 . 1 4 0 2 ( g )  S ta tu to r y  p r o v is io n s ;  d e f i 
n i t io n s  ; t r e a t m e n t  o f  c e r t a in  r e 
m u n e r a t io n  e r r o n e o u s ly  r e p o r t e d  as  
n e t  e a r n in g s  f r o m  s e l f - e m p lo y m e n t .

Se c . 1402. D e fin itio n s . * * *
(g ) T r e a tm e n t o f  c e r ta in  r e m u n e ra tio n  e r 

ro n e o u s ly  r e p o r te d  as n e t  ea rn in g s  fro m  s e l f -  *■ 
e m p lo y m e n t.  I f —*— "

(1) An am ou n t is  erroneously paid  as tax  
under section  1401, for any taxable year end 
in g  after 1954 and before 1962, w ith  respect 
to  rem uneration  for service described  in  sec-
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tio n  3121(b) (8) (o th er th a n  service described  
in  sec tion  3 1 2 1 (b ) (8 ) (A ) ) ,  and  su ch  rem u 
neration  is  reported  as se lf -em p loym en t in 
com e on  a  return  filed  on  or before th e  due  
date prescribed for filin g  su ch  return  ( in 
c lud ing  any ex ten sion  th e r e o f) ,

(2) T he in d iv id u al w ho paid  su ch  am ou n t  
(or a fiduciary actin g  for su ch  in d iv id u al or 
h is  esta te , or h is  survivor (w ith in  th e  m ean 
in g  o f section  2 0 5 (c ) (1 ) (C )  o f th e  Socia l 
S ecurity  A c t ) ) requests th a t su ch  rem uner 
a tio n  be deem ed to  co n stitu te  n e t  earn ings  
from  self-em p loym en t,

(3) S u ch  req u est is  filed  a fter th e  date of  
th e  en actm en t o f th is  paragraph and  on  or 
before April 15, 1962,

(4) Su ch  rem uneration  w as paid  to  su ch  
in d iv id u al for services perform ed in  th e  em 
p loy  o f an organization  w hich , on  or before  
th e  date on  w h ich  su ch  request is  filed, has  
filed a certificate p ursuant to  section  3121 ( k ) , 
and

(5) No cred it or refund  of any portion  o f  
th e  am ount erroneously paid  for su ch  taxable  
year as tax  under sec tion  1401 (other th a n  a 
cred it or refu n d  w hich  w ould  be allow able if  
su ch  ta x  were applicable w ith  respect to  su ch  
rem uneration ) has been  obtained  before th e  
date on  w h ich  su ch  req u est is  filed or, if  
obtained , th e  am ou n t credited  or refunded  
(in c lu d in g  any in terest under section  6611) 
is  repaid  on  or before su ch  date,
th en , for purposes o f th is  chapter and chap 
ter  21, any am ou n t o f su ch  rem uneration  
w h ich  is  paid  to  su ch  in d iv id u al before th e  
calendar quarter in  w h ich  su ch  request is  
filed (or before th e  succeeding quarter if  su ch  
certificate first becom es effective w ith  respect 
to  services perform ed by su ch  in d iv id u al in  
su ch  succeed ing  q u a r ter ), and w ith  respect 
to  w h ich  no tax  (o th er th a n  an  am ou n t er 
roneously paid  as tax) h as been  paid  under  
chapter 21, sha ll be deem ed to  co n stitu te  n e t  
earnin gs from  se lf-em p loym en t and n o t re 
m uneration  for em ploym ent. For purposes 
o f section  3 1 2 1 (b ) (8 ) (B )  ( ii)  and ( i i i ) . i f t h e  
certificate filed by su ch  organ ization  pur 
su a n t to  section  3121 (k ) is  n o t effective w ith  
respect to  services perform ed by su ch  in d iv id 
u a l on  or before th e  first day o f  th e  calendar  
quarter in  w h ich  th e  request is  filed, su ch  
ind iv idual sh a ll be deem ed to  have becom e  
an  em ployee o f su ch  organization  (or to  have  
becom e a m em ber of a group described  in  sec 
t io n  3121(k) (1) ( E ) ) on th e  first day of th e  
succeed ing quarter.
[Sec. 1402(g), as added by sec. 1 0 5 (c ) (1 ) ,  
Socia l Security A m endm ents 1960 (74 S tat. 
944)]

§  1 . 1 4 0 2 ( g ) —1  T r e a t m e n t  o f  c e r t a in  r e 
m u n e r a t io n  e r r o n e o u s ly  r e p o r t e d  a s  

n e t  e a r n in g s  f r o m  s e l f - e m p lo y m e n t .

(a) G e n e ra l ru le . I f  an  am ount is  
erroneously paid  as self-em ploym ent tax , 
for any taxable year ending after 1954 
and before 1962, w ith  respect to rem u 
neration  for  service (other th a n  service  
described in  section  3121(b) (8 ) ( A ) ) per 
form ed in  th e  em ploy o f an  organiza 
t ion  described in  section  5 0 1 (c )(3 ) and  
exem pt from  incom e tax  under section  
5 0 1 (a ), and if  such rem uneration  is  re 
ported as se lf-em ploym ent incom e on  a  
return filed on or before th e due date  
prescribed for filing such return (in 
cluding any extension  th ereo f) , th e  
indiv idual w ho paid  such  am ount (or a  
fiduciary acting  for such individual or 
h is  estate, or h is survivor (w ith in  the  
m eaning of section  2 0 5 (c )(1 )(C ) of the  
Socia l Security  A c t ) ) ,  m ay request th a t  
su ch  rem uneration be deem ed to  con sti 
tu te  n e t earnings from  self-em ploym ent. 
I f  such request is  filed during th e period  
Septem ber 14, 1960, to  April 16, 1962, 
inclusive, and on  or a fter  th e  date on
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w hich th e organization w hich  paid such  

rem uneration to  such individual for  
services perform ed in  its  em ploy has  
filed, pursuant t o  section  3121(k ) , a cer 
tificate w aiv ing exem ption from  taxes  
under th e Federal Insurance Contribu 
tions Act, and if  no credit or refund  
of any portion o f th e  am ount erroneously  
paid for such  taxable  year as se lf-  
em ploym ent ta x  (other th a n  a credit or 
refund w hich  would be allowable if  such  
tax  were applicable w ith  respect to  such  
rem uneration) h as been obtained before  
th e  date on w hich  such request is filed  

or, if  obtained, th e am ount credited or 
refunded (including any in terest under  
section  6611) is  repaid on or before such  

date, then , for purposes o f th e  S e lf-  
E m ploym ent C ontributions A ct of 1954 
and th e  Federal Insurance Contribu 
tion s Act, any am ount of such rem unera 
t ion  w hich  is  paid  to such individual 
before th e calendar quarter in  w hich  
such request is filed (or before th e  suc 
ceeding quarter if  such certificate first  
becom es effective w ith  respect to serv 
ices perform ed by such individual in  

such succeeding quarter) and w ith  re 
spect to  w hich  no ta x  (other th a n  an  

am ount erroneously paid  as tax ) has  
been paid  under th e Federal Insurance  
C ontributions Act, shall be deem ed to  
constitu te  n et earnings from  se lf-  
em ploym ent and n ot rem uneration for  
em ploym ent. I f  th e  certificate filed by 
such organization  pursuant to  section  
3121 (k) is  n ot effective w ith  respect to  
services perform ed by such  individual 
on or before th e  first day o f th e ca len 
dar quarter in  w hich  th e request is  filed, 
then , for purposes of section  3121(b) (8 ) 
(B) (ii) and ( i i i) ,  such individual shall 
be deem ed to have becom e an em ployee  
of such organization (or to  have become  
a m em ber of a group, described in  sec 
tion  3121 (k) (1) ( E ) , o f em ployees of such  
organization) on th e first day of the  
succeeding quarter.

(b) R e q u e s t fo r  v a lid a tio n .  (1) No 
particular form  is prescribed for m aking  
a request under paragraph (a) of th is  
section. T he request should  be in  

w riting, should  be signed and dated by 
th e person m aking th e request, and  

should  ind icate clearly  th a t it  is  a re 
quest th at, pursuant to  section  1402(g) 
of the Code, rem uneration for service  
described in  section  3121(b) (8 > (other  
th an  service described in  section  3121
(b) (8 ) (A) ) erroneously reported as se lf-  
em ploym ent incom e for one or more 
specified years be deem ed to  constitu te  
n et earnings from  self-em ploym ent and  

not rem uneration for em ploym ent. In  

addition, th e  follow ing in form ation  shall 
be show n in  connection  w ith  the request:

(i) T he nam e, address, and social se 
curity account num ber of the individual 
w ith  respect to  w hose rem uneration the  
request is  m ade.

(ii) T he taxable year or years (ending  
after 1954 and before 1962) to w hich  the  
request relates.

(iii) A sta tem en t th a t the rem unera 
tion w as erroneously reported as se lf-  
em ploym ent incom e on th e indiv idual’s  
return for each year specified and th a t

the return w as filed on or before its  due 
date (including any extension  th e r e o f) .

(iv) L ocation o f th e office of th e d is 
tr ict director w ith  whom  each return was 
filed.

(v) A sta tem ent th a t n o portion o f the  
am ount erroneously paid  by th e individ 
u a l as self-em ploym ent tax  w ith  respect 
to  the rem uneration has been credited or 
refunded (other th an  a credit or refund  

w hich would have been allowable if  the  
ta x  had  been applicable w ith  respect to  
th e rem u n eration ); or, if  a  credit or re 
fund  of any portion of such am ount has  
been obtained, a  sta tem ent identify ing  
th e  credit or refund and show ing how  
and w hen th e  am ount credited or re 
funded, together w ith  any in terest re 
ceived in  connection  therew ith , was 
repaid.

(vi) T he nam e and address o f th e  or 
ganization  w hich  paid th e rem uneration  
to  th e individual.

(vii) T he date on  w hich  th e  organi
za tion  filed a  w aiver certificate on Form  
S S -15 , and th e location  o f the office of  
th e  d istrict director w ith  whom  it  was 
filed.

(viii) T he date on  w hich  th e certificate  
becam e effective w ith  respect to  services 
perform ed by th e individual.

(ix) I f  th e  request is  m ade by a  per 
son  other th an  th e  individual to  whom  
th e  rem uneration w as paid, th e  nam e  
and address of th a t person and evidence  
w hich shows th e  authority  o f such per 
son  to  m ake th e request.

(2) T he request should  be filed w ith  

th e  d istrict director o f in ternal revenue  
w ith  whom  th e la test of th e  returns  
specified in  th e  request pursuant to  sub-  
paragraph ( 1 ) (iii) of th is  paragraph  
was filed.

(c) C ross re feren ces . For regula 
tions relating to  section  3121(b) (8 ) and  

(k ) , see §§ 31.3121(b) (8 ) -2  and 31.3121 
( k ) - l  o f Subpart B  of P art 31 o f th is  
chapter (E m ploym ent T ax R eg u la tio n s). 
For regulations relating to  exem ption  

from  incom e ta x  of an  organization de 
scribed in  section  501(c) (3 ) , see § 1.501
(c) (3 )—1.

§ 1 .1 4 0 3  S ta tu to r y  p r o v is io n s ;  m is c e l 
l a n e o u s  p r o v is io n s .

S e c . 1403. M isce lla n eo u s p ro v is io n s— (a)  
T it le  o f  c h a p te r .  T h is chapter m ay be cited  

as th e  “Self-E m ploym ent C ontributions Act 
of 1954”.

(b ) C ross re fe ren ces. (1) For provisions  
rela tin g  to  returns, see section  6017.

(2) For provisions rela tin g  to  co llection  
o f taxes in  V irgin Islands, G uam , Am erican  

Sam oa, and Puerto R ico, see section  7651.

[Sec. 1403 as am ended by sec. 103(m ), So 
c ia l Security A m endm ents 1960 (74 S tat. 
938) ]

§ 1 .1 4 0 3 —1 C r o ss  r e f e r e n c e s .

For provisions relating to th e require
m ent for filing returns w ith  respect to  
n et earnings from  self-em ploym ent, see  
§ 1.6017-1. For other adm inistrative  
provisions relating to th e ta x  on  se lf-em 
p loym ent incom e, see th e applicable sec 
tion s o f th e  regulations in  th is  part  
(§ 1.6001-1 et seq.) and th e  applicable  
sections o f th e  regulations in  P art 301 of  
th is  chapter (R egulations on Procedure  
and A d m in istration ).

P a r . 2. Section  1.6017-1 is a m e n d e d  by 

revising paragraphs (a) and (c) to read 
as follows:

§  1 . 6 0 1 7 - 1  
tu r n s .

S e l f - e m p lo y m e n t  tax

(a) In  gen era l. (1) Every individual, 
other th an  a nonresident alien, having 
n et earnings from  self-employment, as 
defined in  section  1402, o f $400 or more 
for th e taxable year shall m a k e  a  re
turn of such earnings. For purposes of 
th is  section , an individual who is a resi
dent of th e V irgin Islands, P u e r to  Rico, 
or (for any taxable year beginning after 
1960) Guam  or A m erican Samoa is not 
to  be considered a nonresident alien in
dividual. See paragraph (d) o f  § 1.1402
(b) —1. A return is  required u n d er  this 
section  if  an  individual has self-em ploy 
m en t incom e, as defined in section 
1402(b ), even though  h e  m ay n o t be re
quired to  m ake a return under section 
6012 for purposes o f th e tax  im posed by 
section  1 or 3. Provisions app licab le  to 
returns under section  6012(a) shall be 
applicable to  returns under t h i s  section.

(2) E xcept as otherw ise provided in 
th is  subparagraph, th e  return required 
by th is  section  sh a ll be m ade on Form 
1040. T h e form  to  be used by residents 
of th e V irgin Islands, G uam , or Ameri
can  Sam oa is  Form  1040SS. In the case 
of a  resident o f Puerto Rico who is not 
required to  m ake a return o f income un
der section  6012(a), th e  form  to be used 
is  Form  1040SS, except that Form 
1040PR shall be used if  it  is furnished 
by th e Internal R evenue Service to such 
resident for use in  lieu  of Form 1040SS.

(c) S o c ia l s e c u r ity  a cco u n t numbers. 
(1) Every individual m aking a retu rn  of 
n et earnings from  self-employment for 

any period com m encing before January 

1, 1962, is  required to show  th e r e o n  his 

socia l security account number, o r , if he 

h as no such account number, to make 

application  therefor on Form SS-5 be
fore filing such  return. H o w e v e r , the 

fa ilure to  apply for or receive a  social 
security account num ber w ill not excuse 

th e  individual from  th e r e q u i r e m e n t  

th a t h e  file such  return on o r  before the 

due date thereof. Form  S S -5  m a y  be 

obtained from  any d istrict o f f ic e  o f the 

Socia l Security  Adm inistration o r  from 

any district director. T he a p p lica tion  

shall be filed With a d istrict o f f ic e  o f  the 

Social Security A dm inistration o r , in  the 

case o f an individual n ot in  the United 

States, w ith  the d istrict office o f  the 
Social Security  A dm inistration a t  B alti
m ore, M aryland. An individual w h o  has 

previously secured a socia l s e c u r i t y  ac
count num ber as an em ployee s h a ll  use 

th a t account num ber on  h is r e tu r n  of 

n et earnings from  self-employm ent.
(2) For provisions applicable to the 

securing o f iden tify ing  numbers and the 
reporting thereof on returns and sched 
ules for periods com m encing after De

c em b er  31, 1961, see § 1.6109-1.

"  P a r . 3 Section  1.107-1 is a m en d ed  by 
revising paragraph (a) to read  as 
follow s:
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§ 1 .107-1  R e n ia i  v a lu e  o f  p a r s o n a g e s .

(a) in  th e  c a s e  of a  m inister of th e  
gospel, g ro ss  incom e does n ot include  
(1) thé  re n ta l  value o f a hom e, including  
utilities, f u r n is h e d  to him  as a part of 
his c o m p e n sa tio n , or (2 ) th e  rental a l 
lowance p a id  to h im  as part of h is com 
pensation to  the ex ten t such allow ance  
is used by him  to  rent or otherw ise  
provide a  h o m e . In  order to  qualify for  
the exclusion, th e hom e or rental allow 
ance m u s t be provided as rem uneration  
for serv ices w hich are ordinarily  th e  
duties o f a  m inister o f th e gospel. In  

¡general, t h e  rules provided in  §1.1402
(c)-5 w ill be applicable to  such determ i
nation. Examples of specific services 

¡the p e r fo rm a n c e  of w hich  w ill be con 
sidered duties of a m inister for purposes  
of section 107 include th e  perform ance  
of sace rdo ta l functions, th e conduct of  
religious worship, th e adm inistration  and  
m aintenance of religious organizations  
and th e ir integral agencies, and th e  per 
formance of teach ing and adm inistra 
tive d u tie s  at theological sem inaries. 
Also, th e  service perform ed by a qualified  
minister as an em ployee of th e  U nited  
States (other th an  as a chaplain  in  th e  
Armed Forces, w hose service is  consid 
ered to  b e  that o f a com m issioned officer 
in his capacity as such, and n ot as a  
minister i n  th e exercise o f h is m in istry ), 
or a S ta te , Territory, or possession of  
the U n ite d  States, or a politica l subdi
vision o f  any of th e  foregoing, or th e  
District of Columbia, is  in  th e  exercise  
of his ministry provided th e  service per 
formed includes such services as are 
ordinarily the duties of a m in ister.

Pa r . 4. Section 1.121 is  am ended by 
revising paragraph (18) o f section  121
(a), as set forth  therein , and th e h is 
torical note at the end thereof to read  
as follows:

§ 1.121 S ta tu to r y  p r o v is io n s  ; c r o s s  r e f 
eren ces t o  o t h e r  a c ts .

Se c . 1 2 1 . C ross re fe re n c e s  to  o th e r  a c ts .  
(a) For th e  e x e m p tio n  o f—

* * * * *
(18) B enefits u n d e r  la w s  a d m in is te r ed  by  

the Veterans* A d m in is tra tio n , see  se c tio n  
3101 of t it le  38, U n ite d  S ta te s  C ode.

[Sec. 121(a) (18) as a d d ed  b y  se c t io n  5 0 1 ( t ) ,  
Servicemen’s  a n d  V e ter a n s’ S u rv ivor  B en e fits  
Act (70 S ta t. 8 8 5 ); sec . 2 2 0 1 (2 5 ) , V e tera n s’ 
Benefits A ct o f  1957 (71 S ta t .  160) ; sec . 13 ( t ) , 
Act of Sept. 2, 1958 (P u b . L aw  8 5 -8 5 7 ) , 72 
Stat. 1266)]

* * * * *
Pa r . 5. Section 1.1361-3 is  am ended by  

revising paragraph (a) (5 ) to read as  
follows: • '

» 1 .1 3 6 1 -3  C o d e  p r o v is io n s  a p p l ic a b le .  

(a) S u b title  A . * * * 

* * * * *
. (5) in  determ ining self-em ploym ent  
Bicorne for purposes of chapter 2 , sub 
title A of the Code, th e incom e of a pro 
prietor or a partner shall be determ ined  

accordance w ith  paragraph (f  ) or (h) 
o f § 1.1402(a)-2 , as th e case m ay be, 
Without regard to any election  under sec 
tion 1361.

*  *  *  *

lp-R. Doc. 63-12373; F ile d , D ec. 2, 1963;
8 :4 5  a .m .]

F E D E R A L  R E G I S T E R

[T.D. 6692]

P A R T  1— I N C O M E  T A X ; T A X A B L E  
Y E A R S  B E G I N N I N G  A F T E R  D E 

C E M B E R  3 1 ,  1 9 5 3

C a r r y o v e r  o f  E a r n i n g s  a n d  P r o f i t s in  
C e r t a i n  C o r p o r a t e  A c q u i s i t i o n s

On Decem ber 31, 1960, notice of pro 
posed rule m aking w ith  respect to  regu 
lations under section  381(c) (2) and (16) 
of th e Internal R evenue Code of 1954, 
relating to  the carryover o f earnings and  
profits and certain  obligations o f th e  dis 
tributor or transferor corporation in  cer 
ta in  corporate acquisitions, w as published  
in  th e F e d e r a l  R e g i s t e r  (25 F.R . 14039). 
On Decem ber 28, 1961, Treasury D eci 
sion  6586, adopting th e  regulations as  
proposed under section  381(c) (2) except  
for certain  changes including th e reser 
va tion  of paragraph (c) of § 1.381(c) 
(2 ) —1 (w hich  rem ained outstanding as 
a notice o f proposed rule m a k in g ), was 
published in  th e  F e d e r a l  R e g i s t e r  (26 
F.R. 1255U .  After consideration o f all  
such relevant m atter as w as presented  
by in terested  persons regarding para 
graph (c) o f § 1.381(c) (2) —1 as proposed, 
such  paragraph is  hereby adopted, sub 
ject to  th e changes set forth  below: 

Paragraph (c) of § 1.381(c) (2 )-1  is  
revised to  read as follow s:

§ 1 .3 8 1  ( c )  ( 2 ) —1 E a r n in g s  a n d  p r o f i t s .
* * * *  *

(c) D is tr ib u tio n  o f ea rn in g s  a n d  p r o f 
i t s  p u rsu a n t to  reo rg a n iza tio n  o r  liq u i 
d a tio n . (1) If, in  a reorganization to  
w hich section  3 8 1 (a )(2 ) applies, th e  
transferor corporation pursuant to  the  
plan  o f reorganization distributes to  its  
stockholders property consisting n ot only  
of property perm itted by section  354 to  
be received w ithout recognition  of gain , 
but also of other property or m oney, th en  
thfe accum ulated earnings and profits of 
th e transferor corporation as of th e  close  
of the date of transfer shall be com puted  
by taking in to  account th e  am ount of 
earnings and profits properly applicable  
to  th e  distribution, regardless of w hether  
such  distribution occurs before or after  
th e close o f th e  date of transfer.

(2) If, in  a d istribution to  w h ich  sec 
tion  3 8 1 (a )(1 ) (relating to  certain  liq 
u idations o f subsidiaries) applies, th e  
acquiring corporation receives less th an  
100 percent of th e  assets distributed by  
th e distributor corporation, th en  th e  a c 
cum ulated earnings and profits o f the  
distributor corporation as of the close of  
th e  date of d istribution sh a ll be com 
puted by taking in to  account th e am ount  
of earnings and profits properly appli 
cable to  th e distributions to  m inority  
stockholders, regardless o f w hether such  
distributions occur before or after  th e  
close of th e  date of distribution. 

* * * * *
(Sec. 7805 of th e  In tern al R evenue Code of  
1954 (68A S ta t. 917; 26 U.S.C. 7805))

[ s e a l ]  M o r t i m e r  M .  C a p l i n , 

C o m m iss io n er  o f  In te r n a l R even u e .

Approved: Novem ber 21, 1963.
S t a n l e y  S .  S u r r e y ,

A s s is ta n t S e c r e ta r y  o f  th e  
T rea su ry .

[F Jt. Doc. 63-12391; F iled , D ec. 2, 1963;
8:45 a.m .]
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[T.D. 6693]

P A R T  I— I N C O M E  T A X ; T A X A B L E  
Y E A R S  B E G I N N I N G  A F T E R  D E C E M 

B ER  3 1 ,  1 9 5 3

G i f t  T a x e s

On October 27,1962, notice of proposed  
rule  m aking w ith  respect to  the am end 
m ents of th e Incom e T ax R egulations  
(26 CFR P art 1) under sections 1015 and  
1016 of th e  Internal R evenue Code of 
1954 to conform  th e regulations to  
changes m ade by section  43(a) of the  
T echn ical A m endm ents A ct of 1958 (72 
Stat. 1640), was published in  the F e d e r a l  

R e g i s t e r  (27 F.R. 10491). A fter con 
sideration  of all such relevant m atter as  
w as presented by interested  persons re 
garding th e  rules proposed, th e am end 
m ents of the regulations as proposed are  
hereby adopted, subject to th e follow ing  
addition  and ch a n g es:

P a r a g r a p h  1. Paragraph (a) of § 1.1015- 
4 is am ended.
Pa r . 2 . P a r a g r a p h  ( c )  o f  § 1 .1 0 1 5 -5  

a s  s e t  f o r t h  i n  p a r a g r a p h  3 o f  t h e  n o t i c e  
o f  p r o p o s e d  r u l e  m a k i n g  i s  c h a n g e d .

P a r .  3. Paragraph (n) of § 1.1016-5 as  
set forth  in  paragraph 4 of th e notice of  
proposed rule m aking is  redesignated  
paragraph ( p ) .
(Sec. 7805 o f th e  In tern al R evenue Code of  
1954 (68A S ta t. 917; 26 U.S.C. 7805))

[ s e a l ]  M o r t i m e r  M. C a p l i n , 

C o m m iss io n er  o f  I n te r n a l R even u e .

Approved: Novem ber 22, 1963.

S t a n l e y  S .  S u r r e y ,

A s s is ta n t S e c r e ta r y  o f  th e  
T rea su ry .

In  order th a t th e  Incom e T ax R egula 
tions (26 CFR P art 1) m ay reflect th e  
delegation  o f functions authorized by  
section  1015(a) of the In ternal R evenue  
Code of 1954 and be m ade to conform  to  
section  43(a) of th e T echn ical A m end 
m ents A ct o f 1958 (Public Law 85-866, 
72 Stat. 1640), such regulations are  
am ended as follows:

P a r a g r a p h  1. Section  1.1015 is  am end 
ed by adding a new  subsection (d) to  
section  1015 and by adding a h istorical 
note. As added, these provisions read as  
follows:
§ 1 .1 0 1 5  S ta tu to r y  p r o v is io n s ;  b a s is  o f  

p r o p e r t y  a c q u ir e d  b y  g i f t s  a n d  tr a n s 
f e r s  i n  tr u s t .

Se c . 1015. B asis o f  p r o p e r ty  a c q u ire d  b y  
g if ts  a n d  tr a n s fe r s  in  t r u s t .  * * *

(d ) In crea sed  b a sis  fo r  g i f t  ta x  p a id — (1) 
In  gen era l. If—

(A) T he property is acquired  by g ift on  or 
after th e  date of th e  en actm en t of th e  T ech 
n ica l A m endm ents Act o f 1958, th e  basis  
sh a ll be th e  basis determ in ed  under su b sec 
t io n  (a ) ,  increased (b u t n o t above th e  fair  
m arket value o f th e  property a t th e  tim e of  
th e  g ift)  by th e  am ou n t of g if t  tax  paid w ith  
respect to  su ch  g ift, or

(B ) T h e property was acquired by g if t  be- 
* fore th e  date o f th e  en actm en t of th e  T ech 

n ica l A m endm ents A ct of 1958 and has n o t  
been  sold, exchanged, or otherw ise disposed  
of before su ch  date, th e  basis o f th e  property  
sh a ll be increased  on  su ch  date by th e  
am ou n t of g if t  ta x  paid  w ith  respect to  su ch  
g ift , b u t su ch  increase sh a ll n o t exceed an  
am ou n t equal to  th e  am ount by w h ich  th e  
fa ir  m arket va lu e o f th e  property a t th e  
t im e  o f th e  g if t  exceeded th e  basis o f th e  
property in  th e  han d s o f th e  donor a t th e  
tim e  o f th e  g ift.
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(2) A m o u n t o f  ta x  p a id  w i th  r e s p e c t to  
g if t .  For purposes o f paragraph (1 ) ,  th e  
am ou n t of g if t  tax  paid  w ith  resp ect to  any  
g ift  is  an  am ount w h ich  bears th e  sam e  
ratio  to  th e  am ount o f g if t  tax  paid  under  
chapter 12 w ith  respect to  a ll g ifts  m ade by  
th e  donor for th e  calendar year in  w h ich  su ch  

g ift  is  m ade as th e  am ou n t o f su ch  g if t  bears 
to  th e  taxable g ifts  (as defined  in  section  
2503(a) b u t com puted  w ith o u t th e  deduc 
t io n  allow ed by section  2521) m ade by th e  
donor during su ch  calendar year. For pur 
poses of th e  preceding sen tence, th e  am ou n t  
of any g ift sh a ll be th e  am ou n t included  w ith  
respect to  su ch  g ift  in  determ in ing (for th e  
purposes o f section  2 5 0 3 (a )) th e  to ta l 
am ou n t of g ifts  m ade durin g th e  calendar  
year, reduced by th e  am ou n t o f any deduc 
t io n  allowed w ith  respect to  su ch  g ift  under  
section  2522 (rela ting  to  charitab le deduc 
t io n ) or under section  2523 (relating to  
m arita l d e d u c tio n ).

(3) G if t s  tr e a te d  as m a d e  o n e -h a lf  b y  ea ch  
sp o u se . For purposes o f paragraph (1 ) ,  
where th e  donor and h is  spouse elected , 
under section  2513 to  have th e  g ift  considered  
as m ade o n e-h a lf by each, th e  am ou n t o f g if t  
ta x  paid  w ith  respect to  su ch  g if t  under  
chapter 12 sh a ll be th e  sum  o f th e  am ounts  
of tax  paid  w ith  respect to  each h a lf o f su ch  
g ift  (com puted  in  th e  m anner provided in  
paragraph ( 2 ) ) .

(4) T r e a tm e n t a s  a d ju s tm e n t  to  basis. 
For purposes o f sec tio n  1016(b ), an  increase  
in  basis under paragraph (1) sh a ll be treated  
as an ad ju stm en t under section  1 0 1 6 (a ).

(5) A p p lic a tio n  to  g if ts  be fo re  1955. 
W ith  respect to  any property acquired  by  
g ift  before 1955, references in  th is  subsec 
t io n  to  any provision  o f th is  t it le  sh a ll be  
deem ed to  refer to  th e  corresponding provi
s ion  of th e  In tern al R evenue Code o f 1939 or 
prior revenue law s w h ich  w as effective for  
th e  year in  w h ich  su ch  g ift  was m ade.

[Sec. 1015(d) as added by sec. 4 3 (a ) , T ech 
n ica l A m endm ents A ct 1958 (P ublic Law 8 5 -  
866, 72 S tat. 1640)]

P a r . 2. Paragraph (a) of § 1.1015-1 is  
am ended by adding a new subparagraph
(3) to read as follow s:

§  1 .1 0 1 5 —1 B a s is  o f  p r o p e r t y  a c q u ir e d  

b y  g i f t  a f t e r  D e c e m b e r  3 1 ,  1 9 2 0 .

(a) G e n e ra l ru le . * * *

(3) I f th e  facts necessary to  deter 
m ine th e  basis o f property in  th e hands  
of th e  donor or th e  la st preceding owner  
by whom  it  w as n ot acquired by g ift are  
unknow n to  th e donee, th e d istrict direc 
tor shall, if  possible, obtain  such  facts  
from  such donor or la st preceding owner, 
or any other person cognizant thereof. 
I f  the d istrict director finds it  im possible  
to  obtain  such  facts, th e  basis in  th e  
hands of such  donor or la st preceding  
owner sh a ll be th e  fa ir m arket value of  
such  property as found by th e d istrict  
director as o f th e  date or approxim ate  
date a t w hich, according to  th e  best in 
form ation  th e  d istrict director is able to  
obtain , such property w as acquired by  
such donor or la st preceding owner. 
See paragraph (e) of th is  section  for  
rules relating to fa ir m arket value.

P a r . 3. Paragraph (a) of § 1.1015-4 is 
am ended to  read as follows:

§ 1 .1 0 1 5 —4  T r a n s f e r s  i n  p a r t  a  g i f t  a n d  

in  p a r t  a  s a le .

(a) G en era l ru le . W here a transfer  
of property is  in  part a sale and in  part  
a gift, th e  unadjusted  basis o f th e prop 
erty in  the hands o f the transferee is 
the sum  of—

(1) W hichever o f th e follow ing is  th e  
greater:

,(i) T he am ount paid by th e  transferee  
for  th e property, or

(ii) T he transferor’s adjusted basis for  
th e property a t th e tim e of the transfer, 
and

(2) T he am ount of increase, if  any, in  

basis authorized by section  1015(d) for  
g ift tax  paid (see § 1.1015-5) .

For determ in ing loss, th e  unadjusted  
basis of th e property in  th e hands of  
th e transferee sh a ll not be greater th an  

th e fa ir m arket value o f th e  property  
a t th e  tim e of such transfer. For deter 
m ination  o f gain  or loss of the transferor, 
see paragraph (e) of § 1.1001- 1.

P a r . 4. There is inserted im m ediately  
after § 1.1015-4 th e  follow ing new  
section.

§ 1 .1 0 1 5 —5  I n c r e a s e d  b a s is  f o r  g i f t  ta x  

p a id .

(a) G en era l ru le. (1) (i) Subject to  
th e conditions and lim itations provided  
in  section  1015(d), as added by th e  
T echnical A m endm ents Act o f 1958, th e  
basis (as determ ined under section  1015 
(a) and paragraph (a) o f § 1.1015-1) of 
property acquired by g ift is  increased by 
th e  am ount o f g ift  ta x  paid  w ith  respect 
to  th e g ift of such property. Under sec 
tion  1 0 1 5 (d )(1 )(A ), such increase in  

basis applies to  property acquired by g ift  
on  or after  Septem ber 2, 1958 (the date  
of enactm ent o f th e  T echnical A m end 
m ents Act of 1958). Under section  1015
(d) (1) ( B ) , such increase in  basis applies  
to  property acquired by g ift  before S ep 
tem ber 2, 1958, and n o t sold, exchanged, 
or otherw ise disposed of before such date. 
I f  section  1 0 1 5 (d )(1 )(A ) applies, the  
basis o f the property is  increased as of  
th e  date o f th e  g ift  regardless o f th e  
date of paym ent o f th e g ift tax . For  
exam ple, if  th e  property w as acquired  
by g ift on  Septem ber 8 ,1953, and sold by  
th e  donee on October 15, 1958, th e  basis  
of th e  property would be increased (sub 
jec t to  th e  lim ita tion  of section  1 015(d )) 
as of Septem ber 8, 1958 (th e date o f the  
g if t ) ,  by th e  am ount o f g ift  ta x  appli 
cable to such g ift even though such tax  

w as not paid  u n til M arch 1, 1959. I f  
section  1 0 1 5 (d )(1 )(B ) applies, any in 
crease in  th e  basis of th e  property due  
to  g ift  tax  paid  (regardless of date of 
paym ent) w ith  respect to th e  g ift is  
m ade as o f Septem ber 2, 1958. Any in 
crease in  basis under section  1015(d) can  

be no greater th an  th e am ount by w hich  

th e  fa ir  m arket value o f th e property a t  
th e tim e o f th e  g ift exceeds th e  basis  
of such property in  the hands of the  
donor a t  th e  tim e of th e  g ift. See para 
graph (b) o f th is  section  for rules for  
determ in ing th e  am ount of g ift  ta x  paid  

in  respect of property transferred by gift.
(ii) W ith respect to  property acquired  

by g ift before Septem ber 2, 1958, th e  
♦ provisions of section  1015(d) and th is  

section  do n ot apply if, before such  date, 
the donee h as sold , exchanged, or other 
w ise disposed of such property. T he  
phrase “sold, exchanged, or otherw ise  
disposed o f” includes th e  surrender of  
a  stock certificate for corporate assets  
in  com plete or partia l liquidation  o f a  
corporation pursuant to  section  331. I t

also includes the exchange of property 
for property of a like kind such as the 
exchange o f one apartm ent house for 
another. T he phrase does not, how
ever, extend to  transactions which are 
m ere changes in  form . Thus, it does 
n o t include a transfer of assets to a cor
poration , in  exchange for its stock in a 
transaction  w ith  respect to which no 
ga in  or loss would be recognizable for 
incom e ta x  purposes under section 351, 
Nor does it  include an  exchange of stock 
or securities in  a corporation for stock 
or securities in  th e  sam e corporation or 
another corporation in  a transaction 
such as a m erger, recapitalization, re
organization, or other transaction de
scribed in  section  368(a) or 355, with 
respect to w hich  no gain  or loss is rec
ognizable for incom e ta x  purposes under 
section  354 or 355. I f a  binding contract 
for th e sale, exchange, or other disposi
t ion  of property is  entered into, the prop
erty is  considered as sold, exchanged, or 
otherw ise disposed of on  ' the effective 
date o f th e contract, unless the contract 
is  not subsequently carried out substan
tia lly  in  accordance w ith  its terms. The 
effective date of a contract is normally 
th e  date it  is  entered in to  (and not the 
date i t  is  consum m ated, or the date legal 
title  to  th e property passes) unless the 
contract specifies a different effective 
date. For purposes o f th is  subdivision, 
in  determ in ing w hether a transaction 
com es w ith in  th e  phrase “sold, ex
changed, or otherw ise disposed of”, if a 
transaction  would be treated as a mere 
change in  th e  form  of th e property if 
it  occurred in  a  taxable year subject to 
th e Internal R evenue Code of 1954, it will 
be so treated  if  th e  transaction  occurred 
in  a  taxable year subject to the Internal 
R evenue Code o f 1939 or prior revenue 
law.

(2) A pplication of th e  provisions of 
subparagraph ( 1 ) of th is  paragraph may 
be illustrated  by th e follow ing examples:

E x a m p le  ( 1 ) .  In  1938, A purchased a busi
n ess b u ild in g  a t a cost o f $120,000. On Sep
tem ber 2, 1958, a t w h ich  tim e th e property 
had  an  adjusted  basis in  A ’s hands of $60,000, 
h e gave th e  property  to  h is  nephew, B. At 
th e  tim e  o f th e  g if t  to  B, th e  property bad 
a fair m arket value o f $65,000 with respect 
to  w h ich  A paid  a g if t  tax  in  th e amount 
of $7,545. T he basis o f th e  property in Bs 
han d s a t th e  tim e  o f th e  g ift, as determined 
under sec tion  1015(a) and  § 1.1015-1, would 
be th e  sam e as th e  ad ju sted  basis in As 
han d s a t th e  tim e o f th e  g ift, or $60,000. 
Under section  1015(d) and th is  section, tne 
basis o f th e  b u ild in g  in  B ’s hands as of tne 
date o f th e  g if t  w ould  be increased by the 
am ou n t o f th e  g if t  tax  paid  with resPev 
to  su ch  g ift, lim ited  to  an  am ount by whic 
th e  fa ir m arket value o f th e  property at t 
tim e  o f th e  g if t  exceeded th e  basis of t 
property in  th e  hands o f A a t the ttoae 
g ift, or $5,000. Therefore, th e  basis of t 
property in  B ’s han d s im m ediately  after t 
gift, b o th  for determ in ing  gain  or loss 
th e  sale o f th e  property, w ould be $65,000' 

E x a m p le  (2 ) . O purchased property 
1938 a t a cost o f  $100,000. On O ctober^  

1952, a t w h ich  tim e th e  property had an 
ju sted  basis o f $72,000 in  C’s  hands, he % 
th e  property to  h is  daughter, D. At 
date o f th e  g if t  to  D, th e  property ha 
fair m arket value o f $85,000 w ith  respec 
w h ich  C paid  a g if t  ta x  in  th e  fliooun

th e  property  w h ich  th en  had  
basis in  her han d s o f $65,000. Since tbe
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excess of th e  fa ir m arket value o f th e  prop 
erty at the tim e o f th e  g if t  to  D over th e  
adjusted basis o f th e  property  in  C’s  hands  
at such tim e is  greater th a n  th e  am ou n t  
of gift tax paid, th e  basis o f th e  property in  
D’s hands w ould be increased as o f S ep tem 
ber 2, 1958, by th e  am ou n t o f th e  g if t  tax  
paid, or $11,745. T he ad ju sted  basis o f th e  
property in  D ’s hands, b o th  for determ in ing  
gain or loss on  th e  sa le o f th e  property, 
would then  be $76,745 ($65,000 p lu s $11,745).

Example (3 ) . On D ecem ber 31, 1951, E 
gave to h is son, F, 500 shares o f com m on  
stock of th e  X  Corporation w hich  shares had  
been purchased earlier by E a t a cost o f $100 
per share, or a to ta l cost o f $50,000. The  
basis in  E’s han d s was s t il l  $50,000 on  th e  
date of th e  g if t  to  F. On th e  date o f th e  
gift, the fair m arket value o f th e  500 shares  
was $80,000 w ith  respect to  w h ich  E paid  a 
gift tax in  th e  am ou n t o f $10,695. In  1956, 
the 500 shares o f X  Corporation stock  were 
exchanged for 500 shares o f com m on stock  of  
the Y Corporation in  a reorganization  w ith  
respect to  w h ich  no ga in  or loss w as recog 
nized for in com e tax  purposes under section  
354. F st ill h eld  th e  500 shares o f Y  Corpo
ration stock  on  Septem ber 2, 1958. Under  
such circum stances, th e  500 shares of X  Cor
poration stock  w ould  n o t, for purposes o f  
section 1015 (d ) and th is  section , be co n 
sidered as hav in g  been  ‘'sold, exchanged, or 
otherwise disposed o f” by F  before S ep tem 
ber 2, 1958. Therefore, th e  basis o f th e  500 
shares o f Y  C orporation stock  held  by F  as  
of such date w ould , by reason  o f section  
1015(d) and th is  section , be increased by  
$10,695, th e  am ou n t o f g if t  tax  paid  w ith  
respect to  th e  g ift  to  F o f  th e  X  Corporation  
stock.

E xam ple  (4 ) .  On N ovem ber 15, 1953, G  
gave H property w h ich  had  a fair m arket  
value o f $53,000 and  a basis in  th e  han d s o f  
G of $20,000. G p aid  g if t  ta x  o f $5,250 on  th e  
transfer. On Novem ber 16, 1956, H gave th e  
property tô  J  w ho s t ill h e ld  i t  on  Septem ber  
2, 1958. T he value o f  th e  property  on  th e  
date of th e  g if t  to  J  was $63,000 and H paid  
gift tax o f $7,125 on  th e  transfer. S ince th e  
property was n o t so ld, exchanged, or o th er 
wise disposed o f by J  before Septem ber 2, 
1958, and th e  g if t  tax  paid  on  th e  transfer  
to J did n o t exceed $43,000 ($63,000, fa ir  
market value o f property a t  tim e  o f g if t  to  
J, less $20,000, basis o f property  in  H ’s hands  
at that t im e ) , th e  basis o f property  in  h is  
hands is  increased on  Septem ber 2, 1958, by  
$7,125, th e  am ou n t o f  g if t  tax  paid  by H on  

the transfer. No increase in  basis is  allow ed  
for the $5,250 g if t  tax  paid  by G on  th e  
transfer to  H, s in ce H had  sold, exchanged, 
or otherwise d isposed o f th e  property  b e 
fore September 2 ,1958.

<&) A m o u n t o f  g i f t  ta x  p a id  w i th 'r e 
spect to  a  g i f t  o f  p r o p e r ty . ( 1 ) (i) I f only  
one gift w as m ade during a certain  

calendar year, th e entire am ount of the  
gift tax paid  under chapter 12 or the  
corresponding provisions o f prior revenue  
S Wf i f0r calendar year is th e  am ount  
gift 6 Sift taX paid w ith  resPect to the

(u) If more th an  one g ift was m ade  
Qrvfln® a certa in  calendar year, th e  
amount of g ift tax  paid under chapter 12 

the corresponding provisions o f prior  
,enu® laws w ith  respect to  any speci-  

ic o P**' m ade during th a t calendar year  
rQf.n ,arn°unt, A, w hich  bears th e  sam e  

B (the tota l g ift ta x  ¿aid  for th a t  
calendar year) as C (th e “am ount o f th e  
divio-’ c°NmPuted as described in  th is  sub-  
e b?ars to  D  (th e tota l taxable
deriimf?r i he year’ com puted w ithout  
tirm , i ° r flm g ift ta x  specific  exem p-  

under section  2521 or th e  corre 

sponding provisions of prior revenue  
la w s) . S tated  algebraically, th e  am ount  
o f th e  g ift ta x  paid  w ith  respect to  a  
g ift eq u als:

“A m ount o f th e  g if t” (C) 
T otal taxab le g ifts , p lu s spe 
cific exem ption  allow ed (D )

X  T ota l g ift  tax  
paid  (B )

For purposes o f th e ratio  stated  in  the  
preceding sentence, th e “am ount o f th e  
g ift” referred to  as factor “C” is  th e  
value o f th e  g ift  reduced by any portion  

excluded or deducted under section  2503
(b) (annual exclusion) , 2522 (charitable  
d ed u ctio n ), or 2523 (m arital deduction) 
of th e Code or th e corresponding provi
sions o f prior revenue law s. In  m aking  
th e com putations described in  th is  para 
graph, th e  values to  be used are those  
finally  determ ined for purposes of th e  
g ift  tax.

(iii) I f  a  g ift consists o f m ore th an  

one item  of property, th e  g ift tax  paid  
w ith  respect to  each  item  sh a ll be com 
puted by allocating to  each  item  a pro 
portionate part o f th e g ift  tax  paid  w ith  
respect to  th e  g ift, com puted in  accord 
ance w ith  th e  provisions o f th is  para 
graph.

(2) For purposes of th is paragraph, it  
is  im m ateria l w hether th e  g ift tax  is paid  
by th e donor or th e donee. W here more  
th a n  one g ift o f a present in terest in  
property is  m ade to  th e sam e donee dur 
in g  a calendar year, th e  annual exclusion  

sh a ll apply to  th e earliest o f such g ifts  
in  point o f tim e.

(3) W here th e  donor and h is spouse  
e lect under section  2513 or th e corre 
sponding provisions o f prior law  to  have  
any g ifts  m ade by either o f th em  con 
sidered as m ade on e-h a lf by each, th e  
am ount o f g ift ta x  paid  w ith  respect to  
such  a g ift is  th e  sum  of th e  am ounts of  
tax  (com puted separately) paid  w ith  re 
spect to  each  h a lf o f th e  g ift by th e  
donor and h is spouse.

(4) T he m ethod  described in  section  
1015(d) (2) and th is  paragraph for com 
puting th e am ount o f g ift ta x  paid  in  

respect o f a  g ift m ay be illustrated  by  
th e  follow ing exam ples:

E x a m p le  (1 ) . Prior to  1959 H m ade no  
taxab le g ifts . On J u ly  1, 1959, h e  m ade a 
g if t  to  h is  w ife, W, o f la n d  h avin g  a value  
fear g if t  tax  purposes o f $60,000 and gave to  
h is  son , S, certa in  securities valu ed  a t  $60,- 
000. D urin g th e  year 1959, H also con 
tr ib u ted  $5,000 in  cash  to  a charitab le  
organ ization  described  in  section  2522. H  

filed a tim ely  g if t  tax  return  for 1959 w ith  
respect to  w h ich  h e  paid  g if t  ta x  in  th e  
am ou n t o f $6,000, com puted  as follow s:

Value of land given to W
Less: Annual exclusion__

Marital deduction... .
$3,000
30,000

$60,000

33,000

Included amount of gift__
Value of securities given to S 
Less: Annual exclusion___

60,000
3,000

$27,000

Included amount of gift.
Gift to charitable organization
Loss: Annual exclusion____

Charitable deduction__
3.000
2.000

5.000

5.000

57,000

Included amount of gift__ None

Total included gifts___
Less: Specific exemption allowed..

84.000
30.000

Taxable gifts for 1959__ 54,000

Gift tax on $54,000____ 6,000
In  d eterm in in g  th e  g if t  ta x  paid  w ith  respect 
to  th e  lan d  g iven  to  W, a m o u n t C o f th e

ratio  set forth  in  subparagraph . (1) (ii)  o f  
th is  paragraph is  $60,000, value o f property  
given  to  W, less $33,000 (th e  su m  o f $3,000, 
th e  am ou n t excluded under section  2 5 03(b ), 
a,nd $30,000, th e  a m ou n t deducted  under  
sectio n  2523), or $27,000. A m ount D o f th e  
ratio  is  $84,000 (th e  a m ou n t o f taxable g ifts, 
$54,000, p lu s th e  g if t  tax  specific exem ption , 
$30,000). T he g if t  tax  paid  w ith  respect to  
th e  land  given  to  W is $1,928.57, com puted  
as fo llow s:

$27,000 (C) 
$84,000 (D )

X $6,000 (B)

E x a m p le  (2 ) .  On January 15, 1956, A 
m ade a g ift  to  h is  nephew , N, o f land  valu ed  
a t  $86,000, and on  Ju n e 30, 1956, gave N secu 
r ities valued  a t $40,000. On Ju ly  1, 1956, A 
gave to  h is  sister, S, $46,000 in  cash . A and  
h is  w ife, B, were married during th e  en tire  
calendar year 1956. T he am ou n t of A’s ta x 
able g ifts  for prior years was zero a lth ou gh  in  
arriving a t th a t am ou n t A had  used  in  fu ll  
th e  specific exem ption  authorized  by sec tio n  
2521. B d id  n o t m ake any g ifts  before 1956. 
A and B elected  under sec tion  2513 to  have  
all g ifts  m ade by either during 1956 treated  
as m ade o n e-h a lf by A and o n e-h a lf by B. 
P u rsu an t to  th a t e lec tion , A and B each filed  
a  g if t  tax  return  for 1956. A paid  g if t  tax  o f  
$11,325 and B paid  g ift  tax o f $5,250, com 
p u ted  as fo llow s:

Value o f land g iven  to  N__ 
L ess: exclusion

A
$43, 000 

3, 000

B
$43, 000 

3 ,000

Included  am ount o f g if t_ 40,000 40, 000

V alue o f securities given  to
N ________________

Less: exclusion  ...
20, 000 

N one
20,000  

N one

Included  am ount o f g if t_ 20, 000 20, 000

Cash g if t  to  S
Less: exclu sion _______

23, 000 
3, 000

23, 000 
3, 000

Included  am ou n t o f g if t_ 20,000 20, 000

T ota l in cluded  g if ts____
Less: specific exem p tion_

80,000  
N one

80,000  
30 ,000

Taxable g if ts  for 1956___ 80,000 50,000

G ift tax  for 1956 11,325 5, 250

T he am ou n t o f th e  g if t  tax  paid  by A w ith  
respect to  th e  land g iv e r tto  N is com puted  
as fo llow s:

$40,000 (C)
$807000 ( D ) X $11’325 <B > =$5,662.50

T he a m ou n t o f th e  g if t  tax  paid  by B w ith  
respect to  th e  land  g iven  to  N is  com puted  
as fo llow s:

$40,000 (C)
$80,000 (D ) X$5>25°  ( B ) = $ 2 ’625

T he a m ou n t o f th e  g if t  tax  paid  w ith  respect 
to  th e  land  is  $5,662.50 p lu s $2,625, or 
$8,287.50. C om puted in  a  sim ilar m anner, 
th e  am ou n t o f g if t  tax  paid  by A w ith  respect 
to  th e  secu rities given  to  N  is $2,831.25, and  
th e  a m ou n t o f g ift  tax  paid  by B w ith  respect  
th ereto  is  $1,312.50, or a to ta l o f $4,143.75.

(c) T r e a tm e n t a s  a d ju s tm e n t to  ba sis . 
Any increase in  basis under section  
1015(d) and th is  section  shall, for pur 
poses o f section  1016(b) (relating to  
adjustm ents to  a substituted  b a s is ) , be 
treated  as an  adjustm ent under section  
1016(a) to  th e basis of th e  donee’s prop 
erty to  w hich  such increase applies. See  
paragraph (p) o f § 1.1016-5.

P a r . 5. S ection  1.1016-5 is am ended by 
adding a  new  paragraph a t th e  end  
thereof to  read as follow s:
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§ 1 .1 0 1 6 —5  M is c e l la n e o u s  a d j u s t m e n t s - t o  

b a s is .
*  #  4* ♦ *

(p) G if t  ta x  p a id  on  c e r ta in  p r o p e r ty  
a cq u ired  b y  g if t. B asis sh a ll be adjusted  

by th a t am ount o f the g ift tax  paid  in  
respect o f property acquired by g ift  
w hich, under section  1015(d), is  an in 
crease in  th e basis of such  property.
[ F .R .  D o c .  6 3 - 1 2 4 9 5 ;  F i l e d ,  D e c .  2 , 1 9 6 3 ;  

8 : 5 0  a .m .]

T i t le  4 6 — SH IP P IN G
C h a p t e r  I— C o a s t  G u a r d ,  D e p a r t m e n t  

o f  t h e  T r e a s u r y

S U B C H A P T E R  N — D A N G E R O U S  C A R G O E S 1 

[ C G F R  6 3 - 8 0 ]

P A R T  1 4 6 — T R A N S P O R T A T I O N  O R  
S T O R A G E  O F  E X P L O S I V E S  O R  
O T H E R  D A N G E R O U S  A R T I C L E S  O R  
S U B S T A N C E S ,  A N D  C O M B U S T I B L E  
L I Q U I D S  O N  B O A R D  V E S S E L S

M i s c e l l a n e o u s  A m e n d m e n t s

P ursuant to  th e  notice o f proposed  
rulem aking published in  th e F e d e r a l  

R e g i s t e r  of February 2, 1963 (28 F.R. 
1052-1058) , and February 16, 1963 (28 
F.R. 1510-1511) and th e  M erchant 
M arine Council Public H earing A genda  
dated M arch 25, 1963 (C G -249), th e  
M erchant M arine Council held  a public  
hearing on M arch 25, 1963 for th e pur 
pose of receiving com m ents, views and  
data. Item  VIII f . contained proposed  

changes regarding dangerous cargoes  
and included a proposal designated “D e 
ta iled  R egulations Governing Poisonous  
Articles—R adioactive M ateria ls” (C G -  
249, pages 220—246). I t  w as announced  

a t th e public hearing and in  th e  Federal 
R egister docum ent published in  th e  
F e d e r a l  R e g i s t e r  of M ay 30, 1963 (28 
F.R. 5378), th a t final actions w ith  re 
spect to  th ese  proposals were deferred  

so th a t th e requirem ents of th e  In ter 
sta te  Com merce Com m ission and th e  
Coast Guard w ill be in  agreem ent w hen  

published. T he ICC notice of proposed  
rulem aking on th is  subject was published  
in  the F e d e r a l  R e g i s t e r  on  April 19, 
1963 (28 F.R . 3876-3888), ICC Change  
N otice No. 58, D ocket No. 3666, service  
date July  12, 1963. All com m ents,
views and d ata  th a t have been received  

are now being evaluated and it  m ay be 
som e tim e before agreem ent m ay be 
reached regarding these proposals. 
However, it  is  deem ed necessary to  rec 
ognize and prescribe requirem ents re 
garding fissile m aterials and a new sec 
tion, designated  46 CFR 146.25-21, is  
added by th is  docum ent. T his proposal 
w as orig inally set forth  in  the Public  
H earing Agenda (CG-249, pages 222, 
227) as 46 CFR 146.25-20( b ) , and 146.25- 
27. No com m ents were received by the  
Coast Guard or ICC pertain ing to  these  
requirem ents for fissile m ateria l. In  

view of th e fact th a t fissile m aterials pre 
sen t a criticality  hazard th a t is n ot  
recognized by th e  present regulations  
and a  serious potentia l hazard exists as

1 T i t l e  a s  a m e n d e d  b y  t h i s  d o c u m e n t .

R U L ES  A N D  R E G U L A T I O N S

more o f th ese  m aterials are being tran s 
ported by w ater, it  is deem ed necessary  
and vital to  safety  to  publish these  fissile  
m aterial regulations w hich  recognize  
th is  hazard and contain  requirem ents de 
signed to  prevent accidental criticality.

T he other changes contained in  th is  
docum ent are editorial in  nature. T he  
title  for th e subchapter is  changed to  
indicate th e  character of th e  regulations  
in  46 CFR P arts 146 and 147. Subpart 
num bers are assigned to th e various sub 
parts in  order to conform  to th e  form at  
used in  th is  chapter o f th e Code of- 
Federal R egulations. C hart “A ” in  46 
CFR 126.29-99 is  changed to  correct a  
typographical error. T h is docum ent con 
ta in s no m aterial based on ICC C hange  
Orders.

B y virtue of th e  authority  vested in  

m e as Com m andant U nited  S ta tes Coast 
Guard, by Treasury D epartm ent Orders 
120 dated July  31, 1950 (15 F.R. 6521), 
167-14 dated November 26, 1954 (19 F.R. 
8026), and CGFR 56-28 dated July  24, 
1956 (21 F.R. 5659), to  prom ulgate reg 
u lations in  accordance w ith  th e  sta tu tes  
cited  w ith  th e  regulations below, th e fo l 
low ing am endm ents are prescribed and  

sh a ll becom e effective on  and after th e  
date of publication  of th is  docum ent in  
th e F e d e r a l  R e g i s t e r :

1. T he heading for Subchapter N  is  
changed to  “Subchapter N—D angerous  
Cargoes,” as se t forth  above.

2. T he subpart headings are am ended  

by assigning num bers as fo llow s:
Subpart 146.01— Preface.
Subpart 146.02— General R egulations. 
Subpart 146.03—D efin itions o f Words and  

Term s C ontained W ith in  th e  R egu lations  
in  T h is Subchapter.

Subpart 146.04— List o f E xplosives or Other  
D angerous A rticles C ontain ing th e  S h ip 
p in g  Nam e or D escrip tion  o f A rticles Sub 
je c t to  th e  R egu lations in  T his Subchapter. 

Subpart 146.05— Shipper’s R equirem ents Re: 
Packing, M arking, Labeling and Ship ping  
Papers.

Subpart 146.06—V essel’s R equirem ents Re: 
A cceptance, H andling, Stow age, Etc. 

Subpart 146.07— Railroad V ehicles, H ighway  
V ehicles, Vans or Portable C ontainers 
Loaded W ith Explosives or Other D anger 
ou s A rticles and Transported- on  Board  
O cean Vessels.

Subpart 146.08— R ailroad or H ighway Ve
h ic les  Loaded W ith D angerous Substances  
and T ransported on Board Vessels.

Subpart 146.09— Cargo H andling and Stow 
age Devices, U.S. Coast Guard C ontainer  
Specifications.

Subpart 146.10— Barges.
Subpart 146.20— D etailed  R egu lations Gov

ern ing Explosives.
Subpart 146.21— D etailed  R egu lations Gov

ern ing Inflam m able Liquids.
Subpart 146.22— D etailed  R egu la tion s Gov

ern ing In flam m able Solids an d  O xidizing  
M aterials.

Subpart 146.23—D etailed  R egu lations Gov
ern ing Corrosive Liquids.

Subpart 146.24— D etailed  R egu lations G ov
ern in g Compressed Gases.

Subpart 146.25— D etailed  R egu lations Gov
ern ing P oisonous A rticles.

Subpart 146.26— D etailed  R egu lations Gov
ern in g C om bustib le L iquids.

Subpart 146.27—D etailed  R egu lations Gov
ern in g Hazardous Articles.

Subpart 146.28— Temporary A m endm ents to  
R egu lations.

Subpart 146.29— D etailed  R egu lations Gov
ern in g  th e  T ransportation o f M ilitary  Ex
p losives and H azardous M unitions on  
Board V essels. ■

3. Subpart 146.25— D etailed  Regu
la tions G overning Poisonous Articles, is 
am ended by inserting after § 146.25-20 
a new § 146.25-21 reading as follows:

§ 1 4 6 .2 5 —2 1  F is s i le  m a te r ia ls .

(a) For the purpose of the regulations 
in  th is part “fissile m ateria ls” sh all mean 
P lutonium  239, P lutonium  241, Uranium  
233, U ranium  235 and any m aterial ar
tificia lly  enriched w ith  any of these four 
nuclides.

(b) W hen more th an  15 gram s of Plu
tonium  239, P lutonium  241, Uranium  233, 
U ranium  235 or any com bination of t h e s e  

four nuclides are packed in  a  single c o n 
ta iner the sh ipm ent sh a ll be m a d e  in  

containers authorized by th e  Comman
dant, U.S. Coast Guard and th e  p a c k a g 
ing shall also be approved by and e a c h  

sh ipm ent sha ll be m ade in  a c c o r d a n c e  

w ith  procedures approved by th e U.S. 
Atom ic Energy Com m ission.

(c) For each shipm ent of fissile ma
terials in  excess o f th e quantities given 
in  paragraph (b) o f th is  section, the 
shipper shall supply th e  vessel with a 
certificate issued and signed by the ship
per or h is duly authorized representative 
as follow s:

T his is to  certify  th a t th is  package con
ta in s fissile  (specia l nuclear) m aterial and 
has been  prepared for sh ip m en t in  accord
ance w ith  th e  packagin g requirem ents and 
lim ita tio n s estab lished  by th e  U.S. Atomic 
Energy C om m ission as con d ition s of AEG
License SNM N o ._________ (or th e  terms of
C ontract No. ___________ ) .  T his type of
packaging and th e  con ten ts  thereof have 
been approved as (in sert th e  appropriate 
class according to  th ose listed  below ) and 
is  sa fe  for transport subject to  th e  follow 
in g  cond itions:

(L ist a ll cond itions. I f  none, in sert “None.”)

Class I package__ Safe from  neutron in
teraction  in  any ar

rangem ent.
Class n  package__ N uclearly safe in  any

arrangem ent in  lim
ited  num bers.

Class III package— N uclearly  safe under 
specia l arrangement.

(d) For Class H  shipm ents, not more 
th an  40 radiation  un its m ay be s to w e d  

in  any one hold. N ot more than  tw o  

Class n  sh ipm ents m ay be carried at 
any one tim e unless authorized by th e  
Com m andant, UJS. Coast Guard.

(e) For Class H I sh ipm ents, s p e c ia l  
authority m ust be obtained from  th e  
Com m andant, U.S. Coast Guard.

(f) E ach outside container, unless e x 
em pt, m ust be labeled w ith  a p r o p e r ly  

executed  label as described in  § 146.05- 
17 (q ) , except th a t the num ber of r a d ia 
tion  un its to  be entered on  the la b e l  
shall be determ ined in  accordance w ith  

procedures approved by th e A t o m ic  
Energy Comm ission.
(R .S. 4405, as am ended, 4462, a s  a m e n d e d ,  
4472, as am ended; 46 U.S.C. 375, 416, 170. 
In terpret or apply  sec. 3, 68 Stat. 675; 50 
U.S.C. 198, E.O. 10402, 17 F Jt. 9917, 3 CFR 
1952 Supp.)

§  1 4 6 .2 9 —9 9  [ A m e n d e d ]

4. In  Subpart 146.29— D e t a i l e d  Regu
la tions G overning th e  T r a n s p o r t a t i o n  of 
M ilitary Explosives and Hazardous Mu
n itions on Board V essels, § 146.29-9» 
E x p lo s ive s  a d m ix tu r e  c h a r ts , C h a r t  “A 
in  § 146.29-99 is  am ended by c h a n g in g
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the circular sym bol to  th e le tter “D ” in  

the II-J horizontal row opposite II-G , 
vertical column.
(R.S. 4405, as am ended, 4462, as am ended, 
4472, as amended; 46 U.S.C. 375, 416, 170. 
Interpret or apply sec. 3, 68 Stat. 675; 50 
U.S.C. 198, E.O. 10402, 17 F.R. 9917, 3 CFR  
1952 Supp.)

Dated: November 27,1963.

[ s e a l ] D. M c G .  M o r r i s o n ,

Vice A d m ira l, U .S. C o a s t G u a rd , 
A c tin g  C o m m a n d a n t.

[F.R. Doc. 63-12497; F iled , Dec. 2, 1963; 
8:51 a.m .]

T i t le  4 3 — P U B LI C  LA N D S: 
IN T ER IO R

C h a p t e r  I— B u r e a u  o f  L a n d  M a n a g e 

m e n t ,  D e p a r t m e n t  o f  t h e  I n t e r i o r  

A P P E N D I X — P U B L I C  L A N D  O R D E R S  

[P ublic Land Order 3275] 

[Anchorage 032306]

A L A S K A

R e se r v in g  P u b l i c  L a n d s  f o r  P r o t e c t i o n  
a n d  P r e se r v a t i o n  o f  T h e i r  A r c h e o 

l o g i c a l  a n d  H i st o r i c a l  V a l u e s ;  R e 

v o k i n g  P u b l i c  L a n d  O r d e r  N o .  1 4 5 9  
o f  A u g u st  6 ,  1 9 5 7

By virtue o f th e authority  vested  in  
the President, and pursuant to  Executive  
Order No. 10355 o f M ay 26, 1952, it  is  
ordered as follows:

1. Subject to  valid  ex isting  rights, th e  
following described public lands in  A las 
ka are hereby w ithdraw n from  all form s  
of appropriation under th e public land  

laws, including the m in ing laws, and re 
served under th e jurisd iction  o f th e D e 
partment of th e Interior for protection  

and preservation of their archeological 
and historical va lu es:

Ka c h e m a k  Ba y  Ar e a  

Y ukon Island

Containing approxim ately  700 acres.
2. Public Land Order No. 1459 of Au-  

SPst 6, 1957, w hich  w ithdrew a  part of  
the lands described in  paragraph 1 , here-  
0i ’ i50r Protection and preservation of  
archeological and historical values, is  
hereby revoked.

J o h n  A. C a r v e r , Jr., 
A ss is ta n t S e c r e ta r y  

XT of th e  In te r io r .
N o v e m b e r  26, 1963.

[PR. Doc. 63-12478; Filed , Dec. 2, 1963; 
8:48 a.m .]

T it le  4 7 — T ELECO M M U N ICA T IO N
C h a p t e r  I— F e d e r a l  C o m m u n i c a t i o n s  

C o m m i ss i o n

P A R T  0 — C O M M I S S I O N  

O R G A N I Z A T I O N

O f f ice  o f  t h e  B u r e a u  C h i e f

siderfC om m ission, having under con-
itsr ,, 10n the am endm ent of § 0.94(c) of  us rules; and

It appearing, th a t the F ield  Office in  
St. Louis, M issouri, has been relocated  
from  its  form er address to R oom  906,114  
M arket Street, and

I t  further appearing, th a t  th e  am end 
m ent adopted herein  pertains to Com 
m ission  m anagem ent and organization  

and th a t  such  am endm ent is  editorial in  
nature, and hence th a t com pliance w ith  
th e requirem ents o f section  4 o f the  
A dm inistrative Procedure Act is  unnec 
essary; and

I t  further appearing, th a t th e am end 
m ent adopted herein  is  issued pursuant 
to  authority  contained  in  section  4 ( i) ,  
5 ( b ) , and 303 (r) of the Com m unications  
A ct o f 1934, as am ended, and § 0.261(a) 
of th e Com m ission’s  rules.

I t  is  o rd ered , T h is 25th day of N ovem 
ber 1963, th a t effective November 25, 
1963, § 0.94 o f th e Com m ission’s rules is  
am ended as set forth  below.
(Sec. 4, 48 S ta t. 1066, as am ended; 47 U.S.C. 
154. Interprets or applies sec. 303, 48 Stat. 
1082, as am ended; 47 U.S.C. 303)

R eleased: Novem ber 27, 1963.

F e d e r a l  C o m m u n i c a t i o n s  

C o m m i s s i o n ,

[ s e a l ] B e n  F .  W a p l e ,

S e c re ta ry .

Section  0.94(c) is am ended to  read as  
follows:

§  0 .9 4  O ff ic e  o f  th e  B u r e a u  C h ie f .
*  *  *  *  *

(c) Office o f F ield  Coordinator, w hich  

is  responsible for coordinating th e work 
of th e  Com mon Carrier Bureau F ield  

Offices. T he field offices are located  a t  
90 Church Street, New York, New York, 
10007; 180 New M ontgom ery S treet, San  

Francisco, C alifornia, 94105; and Room  

906, 114 M arket Street, St. Louis, M is 
souri, 63101. T hese offices are responsi
ble for conducting investigations and  
studies, as assigned by th e Office of the  
C hief of th e  Bureau, to  assure th a t  there  
is  adherence to  th e C om m unications A ct 
and th e C om m ission’s rules and regula 
tions. T hese offices also represent the  
Com m ission in  contacts w ith  the public  
and th e carriers.

* * * * *
[F.R. Doc. 63-12501; F iled , Dec. 2, 1963; 

8:51 a.m.]

T i t le  4 9 — T R A N SP O R T A T IO N
C h a p t e r  I— I n t e r st a t e  C o m m e r c e  

C o m m i ss i o n

S U B C H A P T E R  A — G E N E R A L  R U L E S  A N D  

R E G U L A T I O N S

pa r t  1— g en er a l  r u l es  o f

P R A C T I C E

M o t o r  C a r r i e r s ,  B r o k e r s ,  a n d  F r e i g h t  
F o r w a r d e r s ;  F i l i n g  o f  A p p l i c a t i o n s

A t a  G eneral Session  o f th e  In tersta te  
Com m erce Com m ission, held  a t  its  office 
in  W ashington, D.C., on th e 29th day of 
Novem ber A.D. 1963:

I t  appearing, th a t  th e  m atter o f spe 
c ia l rules governing notice  of filing  o f  
applications by m otor carriers o f prop 
erty or passengers under sections 206 
(except section  206(a) (6 ) relating  to

Certificates of R egistration) and 209, by  
brokers of m otor transportation  under  
section  211 , by w ater carriers under sec 
tions 3 0 2 (e ) , 303, and 309, and by freigh t  
forwarders under section  410 of th e  In 
tersta te  Commerce Act, and certain  

other procedural m atters w ith  respect 
thereto  being under consideration:

I t  is o rd ered , T hat th e follow ing spe 
c ia l rules be, and they  are hereby, pre 
scribed :

§ 1 .2 4 7  S p e c ia l  r u le s  g o v e r n in g  n o t i c e  o f  
f i l i n g  o f  a p p l ic a t io n s  b y  m o t o r  c a r 
r ie r s  o f  p r o p e r t y  o r  p a s s e n g e r s  a n d  

b r o k e r s  u n d e r  s e c t io n s  2 0 6  ( e x c e p t  
s e c t io n  2 0 6 ( a )  ( 6 )  r e la t in g  t o  C e r t if i 
c a te s  o f  R e g is t r a t io n ) , '  2 0 9 ,  a n d  2 1 1 ,  
b y  w a te r  c a r r ie r s  u n d e r  s e c t i o n s  
3 0 2 ( e ) ,  3 0 3 ,  a n d  3 0 9 ,  a n d  b y  f r e ig h t  
fo r w a r d e r s  u n d e r  s e c t io n  4 1 0  o f  t h e  
I n t e r s t a t e  C o m m e r c e  A c t , a n d  c e r t a in  

o t h e r  p r o c e d u r a l  m a t te r s  w ith  r e s p e c t  
t h e r e t o .

(a) S co p e  a n d  a p p lic a b ili ty  o f sp e c ia l  
ru le s— (1) S co p e . T hese special rules  
govern th e  filing and handling  pursuant  
to  th e  provisions o f th e  In tersta te  Com 
m erce A ct o f (i) applications for certifi
cates, perm its, and licenses respecting  
th e  transportation  o f property or passen 
gers under sections 206 (except section  

206(a) (6 ) relating  to  C ertificates of  
R eg istra tion ), 209, and 211, (ii) applica 
tion s for certificates, perm its, and exem p 
tions respecting th e  w ater transporta 
tion  o f property or passengers under  
sections 3 0 2 (e ), 303, and 309, and (iii)  
applications for perm its to  operate as  
fre igh t forwarders and for certificates of  
abandonm ent under section  410. E x 
cep t as otherw ise herein  provided, the  
G eneral R ules o f Practice sh a ll apply.

(2) A p p lic a b ili ty . T hese specia l rules  
shall apply to a ll applications enum er 
ated  in  subparagraph ( 1 ) o f th is  para 
graph and filed w ith  th e  C om m ission  on  
and after January 1, 1964, and to  such  

of those applications filed prior to  th a t  
tim e as th e C om m ission m ay designate  
by appropriate publication in  th e F e d 

e r a l  R e g i s t e r .

(b) A p p lic a tio n s— (1) F orm  a n d  co n 
te n t .  A n application  filed w ith  th e  Com 
m ission  under these  specia l rules shall 
be prepared in  accord w ith  and contain  

th e  in form ation  called for in  th e  form  

of application  prescribed by the Com 
m ission  or in  in structions w hich  m ay  
have been issued by th e  C om m ission w ith  

respect to  th e  filing of such an  applica 
tion .

(2) C opies a n d  se rv ic e . Copies o f an  

application  filed under these  special 
rules sh a ll be furnished in  such num ber  
and sh a ll be filed and served in  th e  m an 
ner and upon th e  persons specified in  th e  
form  or in structions, except th a t serv 
ice thereof need n ot be m ade upon  
com peting carriers.

(3) R e q u e s ts  fo r  h a n d lin g  a p p lic a tio n s  
w ith o u t o ra l h ea rin g . An applicant who  
believes its  application  is  susceptib le of 
handling  w ithout oral hearing m ay re 
quest such handling  w hen  th e  applica 
tion  is  filed. I f  such a  request is m ade  
a t th a t  tim e, th e applicant sh a ll subm it  
w ith  its  application  orig inal verified  
sta tem en ts o f th e  fa c ts  to  w hich  its w it 
n esses would testify  a t an oral hearing  
if  one were held , together w ith  six  copies


